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The Banker and the Certified Public Accountant.* 


By James G. CANNON 
Vice-President Fourth National Bank, New York. 


Mr. Toastmaster and Gentlemen: 


I feel very much at home in this presence this evening, as 
I have framed in my library a certificate, dated in the year 1890, 
showing my membership in the old Institute of Accounts of New 
York City, and the certificate further states that I am a certified 
accountant of the Institute of Accounts of New York. Conse- 
quenly, I feel that I am not among strangers or in a strange land 
when I appear before you to say something on the subject of 
“ The Relation of the Banker to the Public Accountant.” 

I have always been deeply interested in the subject of account- 
ancy, and I assisted, as far as possible, the gentlemen who, in 
1896, procured the passage of the law in the State of New 
York, “To Regulate the Profession of Public Accountants.” 
In March, 1905, in an address at Atlantic City, before the New 
Jersey State Bankers’ Association, I urged the bankers of this 
country to establish the custom of requiring statements of the 
financial condition of borrowers to bear the certificate of a certi- 
fied public accountant, and in the same year I secured the adop- 
tion by the New York State Bankers’ Association of a new form 
of property statement blank, in which the borrower is asked the 
question, “ Have the books been audited by a certified public 
accountant? . . . If so, name and date of audit.” 


* Address delivered before*the American Association of Public Accountants at Atlantic 
City, N. J., Oct. 22, 1908, 
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I have watched with a great deal of interest the passage of the 
certified public accountant laws in the various states of the Union, 
and assisted their passage where it has been in my power to do 
so. Therefore, I hope that you will bear with me, and remember 
that I am speaking as a friend of the certified public accountant, 
when I present some thoughts in connection with this matter, 
which may seem in a spirit of criticism. 

During the ten years that the certified public accountant law 
has been in existence in New York State, 617 candidates have 
presented themselves for the examination under the law, and 409 
of them have been rejected. In other words, about 66% per cent. 
of the men who desired to enter this profession during the first 
ten years of the law, failed to pass the examination. The total 
number of certificates issued up to and including June, 1907, by 
examination was 208, by waiver, 177, making a total of 385. 
Of this number, 54 were junior certificates, so-called, leaving the 
total number of full certified public accountant certificates issued 
in the State of New York for the first ten years, 331, of which 
177 were given by waiver, leaving 154 certificates as the result 
of the new law. 

This, I believe to be a very unsatisfactory condition of affairs, 
especially so if the bankers and business men of the great State 
of New York are to depend more and more upon the work of 
certified public accountants, as the addition to this profession of 
only fifteen a year enables a few men to retain almost a monopoly 
of this business, which, to my mind, is not proper. There is cer- 
tainly some reason for this situation, and I have made a care- 
ful examination into several points, I find that for the first ten 
years the members composing the Boards of Examination for 
Certified Public Accountants of the State of New York, with 
two exceptions have all received the degree of certified public 
accountant under the waiver, and of the fourteen men who have 
composed this board, one man has served for seven years, one 
man for five years, two men for four years, four men for two 
years, and six men for one year each. 

A further study of those who were rejected shows that a 
large proportion of the rejections came through the topic of 
“ Practical Accounting,” 91 per cent. of the men presenting them- 
selves in 1907 having failed on this topic, and an examination 
of some of the questions asked under this heading would make 
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it appear as if they were purposely made so difficult that candi- 
dates would not pass. I noticed one question in particular 
where the candidates were asked to prepare an “ Articulation ” 
statement. This designation of a statement is not one of 
general use, and is probably a term applied by a particular 
accountant who had a share in the preparation of this problem. 
I made a careful examination of many of the other problems 
which the students have been called upon to answer, and they 
certainly are not clear and concise, and I believe that it would 
be practically impossible for one-half of the men _ holding 
certificates under the waiver to answer them satisfactorily. The 
examiners seem to have confined themselves to special problems 
which have arisen in their own line of business, which it is 
unreasonable to expect students to answer in a given length of 
time, and are, consequently, of little or no value in a general 
examination. What is wanted in New York State, I believe, 
is a far more comprehensive system of examinations for the 
degree of certified public accountant. There seem to have 
been altogether too many technical questions asked of the 
applicants for the degree, and many of these questions do not 
involve a real knowledge of accounting. It is this class of 
examinations which will produce certified public accountants 
who will only scratch the surface of things, 

Examinations are required, and properly so, in all of the 
twelve states having state laws on this subject, and accountancy 
boards, but the time has arrived when this whole question 
should receive the attention which it deserves, and the account- 
ing profession, instead of spending further time on the securing 
of certified public accountant laws throughout the country, 
should give their best efforts to the training of candidates for 
the degree. 

As far as practical experience is concerned, three states, 
Colorado, New York, and Pennsylvania, are the only ones that 
require a period of time of practical experience, and I believe 
that the regulation in New York with regard to practical 
experience should be changed. Pennsylvania rules provide for 
two examinations, a preliminary and a final, and the registration 
in the office of a certified public accountant, or any recognized 
school of accounting, where the applicant can make preparation 
for his final examination. This is much better than the present 
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rule of New York, where the applicant must spend one year in 
the office of a certified public accountant before receiving his 
degree. I think this is a hardship to many men, and keeps good 
men from securing their degree. 

Of the junior certificate issued in New York State in the 
last ten years, seven only were issued to men who were under 
the age limit, and from a careful examination of the time of 
these certificates, nearly all of these men would be entitled now 
to full certificates were it not for the fact that they are com- 
pelled to take a year in the office of some certified public 
accountant, which in many instances it is impossible for them 
to do. 

I am calling the attention of the gentlemen of this profession 
present this evening to these few facts because it appears to 
some of us who are anxious to use the certified public accountant 
more and more, that the profession savors more of monopoly 
than it should, and the whole subject should be carefully brought 
before the Regents of the State of New York, and many changes 
made in the method of procedure and examinations, if the 
profession of accountancy is to take the place it deserves and 
secure the confidence of the business and of the banking com- 
munity. 

The bankers need your assistance in all directions, and the 
benefits to be derived from an examination of business concerns 
by a certified public accountant is of inestimable value to both, 
and when a statement of a concern’s assets and liabilities is 
presented to the banker, he gives it an added confidence from 
a knowledge that the statement has a true foundation. This 
confidence might exist even though such an examination was 
not made by a certified public accountant, but granted that it 
is made by an accountant selected by the banker, there is no 
question that his confidence in the statement is increased. 

There is the further satisfaction to him of knowing that it 
is properly made and compiled, and that it is produced from 
books of account, capable of bearing out the condition submitted. 
But in recommending the accountant we must know not that he 
is simply a man who is capable of transcribing the books of a 
concern, but that he can grasp all the surrounding situations 
as related to the profit and loss account and other essentials 
which come from his examination of the results of trading, and 
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whether the items of plant, accounts receivable, and merchandise 
are taken at their true value. We must have more thoroughly 
qualified certified public accountants, who can give this added 
knowledge of the situation of firms and corporations, and the 
business should not be held in the hands of a few. 

If we are to recommend that statements of borrowers from 
banks should have a certificate of a certified public accountant, 
we must have plenty of broad-minded, energetic men in the 
profession, and these men must make themselves attractive to 
those requiring banking accommodations, so that other benefits 
may accrue to the borrower entirely apart from the improve- 
ment in his financial standing. 

A properly qualified public accountant should not only be 
familiar with the requirements as relating to the bookkeeping 
of a concern, but from coming in contact with all kinds and 
classes of men and businesses, he unquestionably acquires a 
most varied experience, and should be in a position ta counsel 
not only as to how the books should be kept, but as to many 
other requirements in a properly equipped business. Contact, 
therefore, with a certified public accountant of the kind I am 
trying to describe, is frequently of inestimable benefit to the 
business man. I have known of instances where suggestions 
have been made by certified public accountants which have 
resulted in saving many firms from disaster. I have reached 
the conclusion that many failures have occurred because, 
through ignorance, the management was kept in the dark as to 
the true conditions, until too late to rectify them. 

A large part of the value, however, to the banker, of an inde- 
pendent investigation by a certified public accountant must be a 
belief in the honesty and capacity of the accountant, and that is 
why I prefer an examination to be made by an _ individual 
accountant whom you car hold personally responsible, rather 
than by a corporation. 

I am very anxious that the profession of the certified public 
accountant should be placed upon a broader and firmer basis, 
for it is my conviction that more and more statements sub- 
mitted to bankers for the purpose of procuring credit, will be 
subject to confirmation by a certified public accountant, and this 
will be of inestimable value, not only to the banker, but to the 
honest borrower, by the elimination of the dishonest and disre- 
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putable, by decreasing the margin of loss to the banker, also 
resulting in a decrease of interest charges to the borrower. 

It is not many years since it would have been considered 
strange to ask for a signed statement of assets and liabilities 
from borrowers, but this condition has now practically passed 
away, and no one now feels hurt at being asked to make such 
a statement. With the immense increase of the business inter- 
ests of this country, it becomes more and more difficult for 
bankers and other creditors to have the close and intimate 
knowledge of borrowers which formerly existed, and from this 
increased business there is naturally an increase in the amount 
of commercial paper outstanding, and I believe that the advan- 
tages of an examination by a certified public accountant, and a 
certificate of the assets and liabilities properly authenticated, 
will be of great benefit to both the borrower and the lender due 
to the increased confidence which they wil) have in each other. 

I am aware that the certified public accountant law is only 
ten years old, but it has been in operation long enough for its 
friends to see its defects and point them out for remedy, and 
if the profession is going to enlarge its s¢tope of usefulness and 
broaden its activities, it must eliminate some of the errors of the 
past, and bring to bear upon its problems more practical com- 
mon sense. 

There is plenty of business for good certified public account- 
ants who will not drag out a day’s work to an unlimited time on 
the books of a concern, but who will do their business with vigor 
and dispatch, and handle their affairs with a broad vision. 

We want first class men, we want them well trained in the 
profession, but I do not believe the present methods are reach- 
ing that end. They are deterring many young men from enter- 
ing the profession, and I come here to-night as a friend and well- 
wisher to sound a note of warning and ask that this American 
Association of Public Accountants give this matter their best 
consideration. If you will do this you will have performed a 
great act of service to the certified public accountant. 














Accounting Practice and Procedure.* 
By A. Lowes Dickinson, C.P.A. 
III. RELATIONS WITH THE BANKER. 


An important development in the relations of the Public Ac- 
countant to the Banker seems likely to result, partly from the 
provisions of the Currency Law passed by Congress last Spring, 
and partly from a report recently made by the Committee on 
Credit Information of the American Bankers’ Association. The 
law provides that the National Currency Associations therein 
provided for shall have power to render available, as a basis for 
additional circulation, commercial paper held by the national 
banks. 

The term “commercial paper” is defined as including 
only notes representing actual commercial transactions bearing 
the names of at least two responsible parties, and having no more 
than four months to run, and upon such paper it is provided that 
circulating notes may be issued to an extent not exceeding 75 
per cent. of the cash value thereof. It is a curious factor 
in the banking situation that commercial bills as here defined 
have hitherto formed a very small part of the assets held by 
national banks, which consist mainly of one or two-name paper 
representing mere loans and not in any sense completed com- 
mercial transactions; and yet all authorities on banking practice 
have agreed that such commercial paper is the best class of asset 
that a bank can hold, and in European countries it forms, by far, 
the largest proportion of the total assets. 

One effect of the present practice has been to reduce to com- 
paratively small dimensions the operations of exchange repre- 
sented by drawing upon a customer for the amount of his in- 
debtedness. All Public Accountants will realize that Bills Re- 
ceivable and Bills Payable, representing drafts drawn against 
products and accepted by the producer, are quite rare; and that 


*Presented at the Annual Meeting of the American Association of Public Account- 
ants, Atlantic City, N. J., October 20-23, 1908, 
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instead of considering that such a method of financing is espe- 
cially sound and practicable, the desire of most commercial busi- 
nesses is to claim that they have accepted no such paper, while 
there does not appear to be any similar objection taken to a large 
amount of pure loan paper given direct to their bankers in the 
shape of promissory notes. Another result of this state of af- 
fairs has been that institutions have grown up whose business 
it is‘to advance money on Book Debts, involving the borrower 
in a large amount of unnecessary expense and even then prob- 
ably leaving little or no profit to the lender by reason of the great 
amount of clerical work involved in keeping a proper account of 
the assignment and collection of the actual debts which form the 
security for the advances. 

Coincidentally with the passage of the new law, the Committee 
on Credit Information of the American Bankers’ Association has 
submitted a somewhat noteworthy report, in which an extension 
of the practice of discounting commercial bills is advocated in 
preference to the present more usual form of making straight 
loans, secured by what is in effect a promissory note; and coupled 
with this recommendation comes, entirely unsought and unin- 
fluenced by the accountinz profession, a strong recommendation 
that bankers require a report by a Public Accountant on the 
financial condition of those concerns whose paper they are asked 
to buy. While such examinations are not unknown, the competi- 
tion between banks has prevented the practice becoming at all 
general; for, as bankers have frequently admitted, if they were 
to insist upon the production of statements certified by Public 
Accountants the prospective borrower would quickly remove his 
account to an opposition bank, and would there obtain all the ac- 
commodation he needed without any such “red tape” restrictions. 

If the new currency law eventually proves to have re-intro- 
duced and made popular the old-fashioned, but highly practi- 
cable Domestic Bill of Exchange, it will, on this account alone, 
deserve the gratitude of the community. 


The importance to the banker of the certificate which the 
Public Accountant can give him can hardly be over-estimated, 
provided, that it is clearly understood that the accountant is re- 
sponsible in such cases, directly to the banker, even more than to 
his client, and provided also that the banker will assist account- 
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ants by drawing up a form of the statement which 


they would require to be certified, setting forth clearly and 
without the possibility of concealment all the essential facts 
which the banker requires to know. Such action on the part of 
the banks as is now contemplated, while it must tend still 
further to increase the work and the responsibilities of the Pub- 
lic Accountant, will, at the same time, aid the moral and financial 
well-being of the community, not only by preventing clear cases 
of contributory negligence, or even fraud on the part of borrow- 
ers, but also by reducing to a minimum their tendency to put for- 
ward only the most optimistic side of their affairs, and to slur 
over the bad features. 
IV. Form or Accounts. 

Another question closely related to the audit of accounts 
is the form in which they should be stated. It is the Directors 
who submit the accounts to the stockholders, and they have the 
right to decide upon the form in which those accounts shall be 
submitted, and to require the Public Accountant to certify to 
them in that form, or to state in what respect he finds them in- 
correct. The latter will have his own ideas as to the best method 
of stating the accounts, and is fully entitled to put his views be- 
fore the company’s officials and endeavor, in so far as he can, to 
mould their ideas to his; but he must remember that the object 
of the accounts is to set forth the “true financial condition” and 
that there is no stereotyped way in which this should be done. 
There is a good deal to be said for uniformity in the matter 
of the form of statement of similar companies, but this is a mat- 
ter of convenience more than a necessity, and no preconceived 
ideas as to the superiority of one form over another should be al- 
lowed to interfere with the rights of the Directors or Managers 
to state the accounts in any form they please and to call upon 
the accountant to certify them or not. 

The standard form of Balance Sheet, which has a great deal 
to be said in its favor, divides the assets into three classes, 
namely: Capital, representing the fixed investment in the prop- 
erty; Current, representing the assets which are being turned 
over and converted into a different form day by day; and De- 
ferred, representing expenses incurred in advance for some suc- 
ceeding period; and to these three is frequently added a fourth, 
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representing the assets held for special funds which may have 
been set aside out of profits or otherwise for specific purposes. 

On the liability side a similar classification prevails, namely: 
Capital Liabilities, representing the Capital Stock and Funded 
Debt which have been contributed and remain fixed at any rate 
for a number of years; Current Liabilities, including Floating 
Debt, which have to be paid off in the ordinary course of busi- 
ness from day to day; Special Funds set aside for various pur- 
poses, such as Depreciation, Sinking Fund, etc. ; and, finally, Sur- 
plus or Profit and Loss Account, representing the accumulation 
of undistributed -profits. This form is that most commonly 
adopted here, each of the principal headings being again divided 
into such sub-accounts as may be desired. In England, however, 
the standard form is of a different nature altogether. Each sepa- 
rate class of asset is set out by itself in the Balance Sheet and 
arranged in the order of ease of liquidation—that is to say, the 
most fixed assets are stated first, followed by those which are 
slightly more realizable and ending with the most realizable of 
all, namely: Cash. ; 

It is worth noting here that Section 21 of the English Com- 
panies’ Act of 1907 (Appendix) requires the publication of the 
Balance Sheet of every company drawn up so as to show the 
general nature of such liabilities and assets, and how the values 
of the fixed assets have been arrived at. 

Reference is made to these two forms because they are prob- 
ably more widely divergent than any two Balance Sheets that will 
be commonly found here, while both classes are certified—and 
quite properly certified—as representing the true, financial con- 
dition by Public Accountants of the highest standing. 

The same differences will apply in the statement of Profits, 
whether they shall be detailed or not, divided into one or more 
sub-divisions, or stated all in one total. The main and important 
question is: Are the Profits correct and does the method of state- 
ment correctly set forth all the material elements which go to 
compose them. The most satisfactory form will probably be 
considered that in which Profit and Loss Account is divided 
into three portions, known respectively as: Operating Account, 
Income Account, and Profit and Loss Account. The first por- 
tion will give the actual results of the operations of the property ; 
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the second will contain the net operating results, and in addition 
any miscellaneous income derived from outside sources, and on 
the other side the charges against the total income, in the shape 
of amounts paid for use of any part of the operated property, 
losses on miscellaneous investments and other items of such char- 
acter, together with interest on temporary loans and bonded debt ; 
and in the third portion, or Profit and Loss Account, would ap- 
pear the balance brought forward from the preceding year, the 
net surplus income or profit for the year after paying all neces- 
sary expenses and fixed charges, and on the other side the dis- 
position of the resulting balance in dividends and other voluntary 
appropriations. 

There is much variety in the class of items which are charged 
to this third portion of the account, and as the practice of charg- 
ing to Profit and Loss in preference to Income is to be deprecated 
unless in exceptional cases, it is perhaps better to state generally 
what items may properly be so charged, with the inference that 
everything which does not come within this classification should 
go to either Operating Account or Income Account. Proper 
charges or credits to Profit and Loss may be defined as follows: 


(1) Extraordinary items of receipt or expense not applicable 
to any particular year, such as profits realized on sales of prop- 
erty, or losses on sales or dismantlement of property, or due to its 
reconstruction. The loss in this class of cases is closely related 
to the renewal or depreciation charges on the same property, 
which should properly go to the operations of a particular year. 
Frequently a property is abandoned for purposes of reconstruc- 
tion, which, if it had not been for such reconstruction, would 
have remained in service for a long period to come and have 
been maintained in a perfectly efficient condition at a small frac- 
tion only of the loss caused by its abandonment. In such cases it 
would seem that the proper distribution of the charges between 
the Operating Account and Profit and Loss Account should be 
to charge to the Operating Account so much of the difference 
between the original cost and the value at the time of abandon- 
ment as has not already been provided for through charges to 
Operating, and to charge the balance, namely the difference be- 
tween the depreciated value at the time of abandonment and the 
scrap value realized, to Profit and Loss Account. This is a prin- 
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ciple fairly easy of application, which might well be adopted in 
the various classifications which are now being put forward by 
Government departments for use by railroads and public utility 
corporations. 

(2) Expenditures on improvements and betterments repre- 
senting the creation of actual additional property. The propriety 
of charging these items to Capital Account from a strictly ac- 
counting point of view can not be denied; but where such ex- 
penditures, though resulting in additional property, are incurred, 
not for the purpose of increasing the earnings, but with the view 
only of reducing future operating expenses, it may well be 
doubted whether, as a matter of business policy, the charge to 
capital is wise or prudent. Such expenses may be looked upon 
rather in effect as advanced payment of operating charges, and 
yet not being operating charges they can not fairly be placed in 
the Operating Account. To charge such expenditures to the 
surplus resulting out of previous years’ operations may be con- 
sidered fair and conservative treatment. 

(3) Discounts and premiums on bonds. Discounts and pre- 
miums on bonds are in effect an addition to or deduction from 
the interest rate paid on the bonds over their life, and as such 
should strictly be included with interest charges in the Income 
Account by proper instalments each year. In practice, however, 
it is frequently desired to write off the whole of the discount 
at as early a date as possible in preference to carrying it as a de- 
ferred and unrealizable asset for a long period of years, and no 
possible objection can be raised in such a case to providing for 
the full amount out of the surplus earnings of previous years. 

(4) Discounts and premiums on stocks. The treatment of 
discounts and premiums on stocks, however, requires somewhat 
different consideration. In the first place it is somewhat ques- 
tionable whether stock can be issued at a discount; and in the 
case of both discounts and premiums, the more proper view 
would seem to be that the stock is sold for whatever it will fetch, 
and that any discount or premium should be considered as a de- 
duction from or addition to the par value of the stock on the 
face of the Balance Sheet. 

Incidentally there is a great deal to be said in theory for re- 
quiring that the capital stock of a corporation should not have 
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any specific par value, but should merely provide for so many 
shares, these shares being sold from time to time for whatever 
they will fetch. In fact, this is done at the present time by in- 
dividual stockholders through the medium of the Stock Ex- 
change, but the objection has always been raised to the absence 
of a par value for the reason that it would provide unlimited 
opportunities for improper manipulation by unscrupulous pro- 
moters. As long, however, as it is permissible, as it still is in 
may cases, either legally or by legal fiction, to sell stock at a dis- 
count, the prevention of such abuses hardly seems possible; and 
the present method of a fixed par value is no better, and in many 
ways a good deal more inconvenient, than the old method in force 
in the early part of the last century. As long as stock has a 
fixed par value it is better, theoretically, to treat premiums 
thereon as Receipts on Capital Account, but no serious objection 
can be raised to crediting them to Profit and Loss Surplus. 

The above four classes of items would seem to cover all those 
which may or should with propriety be eliminated from the In- 
come Account of a particular year, from which it follows that the 
common practice of charging to Surplus Account ordinary items 
of operating expenses which happen to have been omitted by ac- 
cident from the preceding year’s accounts is incorrect and mis- 
leading in that, over a series of years, it understates the total 
operaitng cost of the business. This is a feature in the form of 
the statement of accounts which might well receive more atten- 
tion from the profession than hitherto. 


VY. INVESTIGATION FOR PuRPOSE OF CERTIFYING THE PROFITS 
AND DETERMINING THE PURCHASE PRICE FOR A BUSINESS. 


While an important part of the practice of a Public Account- 
ant consists in the examination of the accounts of corporations 
for the purpose of the issue of additional stocks or bonds, or for 
the sale of the business, these reports almost universally have 
been made on behalf of and under instructions from the pro- 
moters or vendors interested in disposing of the property. In 
such cases the responsibility and the rights of the Public Account- 
ant cease when he has submitted his report, and he is usually not 
consulted at all as to the means or methods by which the securi- 
ties are offered to the public for subscription. In place of a reg- 
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ular prospectus giving the fullest particulars of the property, 
supported by reports and valuations of independent accountants, 
engineers, valuers, etc., and issued on the direct authority of the 
Directors of the new corporation and the bankers interested in its 
flotation, there is usually found a letter from the president of 
the selling or borrowing company containing bare statements of 
the alleged facts, with no supporting evidence of any kind. The 
bankers interested in the flotation relieve themselves of responsi- 
bility by a specific reference to the letter as their authority for 
the statements put forth, and no doubt they are thus legally, if 
not morally, safeguarded. The objections to this method of ad- 
vertising public issues are very numerous and the following may 
be given as the most important: 

(1) The president or other officer of the borrowing or sell- 
ing company is necessarily biased in favor of the deal which it 
is proposed to put through, and represents entirely the company 
and its stockholders, and not in any way the public, who are be- 
ing invited to furnish new capital. 

(2) Very few of the important facts:in connection with the 
assets and the earnings are within his own knowledge or have 
been made by him the subject of any special investigation. 

(3) He may be deceived: 

(a) By his own excessive optimism ; 
(b) By the excessive optimism of his subordinates ; 
(c) By the mistakes of his subordinates; 
(d) By the frauds of his subordinates, or 
(4) He may himself deceive: 
(a) By his own mistakes, or 
(b) By his own fraud. 

The English practice, with reference to the issue of prospec- 
tuses, is worth a reference. Under the English Companies’ Acts 
of 1900 and 1907 (Appendix), every company inviting subscrip- 
tions for capital is required to file with the Registrar of Joint Stock 
Companies a copy of its prospectus, or, if there is no prospectus, 
a statement in lieu of the prospectus, containing the following, 
among other information: the names and addresses of the Di- 
rectors ; the names and addresses of the vendors of the property 
purchased or proposed to be purchased or acquired; the pur- 
chase price, distinguishing the amount paid for Goodwill; the 
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amount of commission payable for procuring subscriptions for 
any of the capital offered for subscription ; the estimated amount 
of the organization and other expenses preliminary to com- 
mencing operations ; the amount to be paid to the promoter and 
the consideration for such payment; the dates of and parties to 
every material contract, and the time and place at which such 
contracts may be inspected; the names and addresses of the 
Auditors; and particulars of the nature and extent of the inter- 
est of every Director in the promotion of the company or in the 
property proposed to be acquired. In addition, it is the regular 
practice in all cases, except that of an entirely new business not 
yet established, to incorporate in the prospectus a certificate of 
a Public Accountant, as to the earnings for a period of years, 
and frequently as to the value of the net Current Assets, where 
these are to be taken over. 

Bankers interested in the flotation of new securities fre- 
quently, for their own protection, have required reports from 
Public Accountants, but it is seldom that these reports have been 
incorporated in the prospectus; although now there is a slight 
tendency observable to adopt this practice, and within the last 
year or two a few prospectuses of the kind so familiar on the 
other side of the Atlantic have been issued. 

It would seem highly desirable that there should be 
included in every prospectus, or offer of stocks or bonds 
for sale, certificates of a Public Accountant as to the 
Profits, Current Assets and Current Liabilities, and reports 
by engineers or other experts as to the value of the Capi- 
tal Assets acquired or to be acquired; and, furthermore, that the 
amount paid for Goodwill, which is largely represented by the op- 
timism of the promoter, should be clearly and separately set forth 
in the prospectus and not, as is now almost invariably the case, 
covered up under the vague term “Cost of Properties.” With 
such additional protection over that now given them, the public 
will gradually become aware of the fact that many of the so- 
called bond issues of the present day have little, if any security, 
better than that of common stock, and are often, in fact, saddled 
with all the risks of the business in order that common stock 
of no intrinsic value may reap the eventual profits. 

In the belief that such certification by a Public Accountant must 
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form a large part of his practice within a very few years, the 
following outline of his duties in this respect may be of in- 
terest: 

In the first place his responsibility is solely and entirely to the 
public. If he is not honestly satisfied as to the good faith of the 
promoters and as to the prospects of obtaining the expected re- 
sults held forth in the prospectus, he should decline to be identi- 
fied with it or to certify to any figures contained therein. In 
order that the public, as well as himself, may judge of the re- 
sults, the period covered by his examination and certificate should 
be long enough to give a true reflection of the earning capacity 
of the business, or, if for any reason a sufficiently long period 
is not available, the reasons should be stated. In no case should 
the average profits alone be certified, unless the stating of an 
average in place of the separate years is of no material import- 
ance; but it will usually be found that where the promoters de- 
sire to have an average stated instead of the separate years’ re- 
sults, it is for the purpose of making a better showing than is 
really justified. ' : 

On the other hand, while the Public Accountant is bound to 
see that all material facts are set out in his certificate, he is 
equally bound to see that they are not set out in such a way as to 
unduly prejudice the promoters or vendors’ legitimate interests 
by reducing the earnings below the figure at which they may 
fairly be stated, or by omitting to adjust extraordinary items of 
Expense or Revenue. The effect of a change in import or ex- 
port duties or bounties, the nature and term of contracts in force, 
the tenure of the property in which the business is carried on, 
the credit of the concern, the effect of possible competition on 
what is at present a monopoly or of a cessation of competition 
resulting from a consolidation, must all be carefully considered 
and a fair balance held all through between the seller and the pur- 
chaser. It will frequently be found necessary also to average 
certain profits or losses taken up in the books in a specific year 
over a. period of years longer or shorter than those covered by 
the examination. 

It should here be noted that there is a marked difference be- 
tween a statement of profits prepared for and certified to an 
Annual Meeting of Stockholders, and one that is prepared for 
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the purpose of showing to prospective investors the earning ca- 
pacity of the business. In the former case the accounts are 
adopted by the stockholders at each Annual Meeting, reserves 
of various kinds are made from the profits of good years to be 
carried forward to bad years, changes in methods of valuations of 
different classes of assets are made from year to year, and, gen- 
erally, the accounts are drawn up more with a view of determin- 
ing the amount which can safely be divided among the stock- 
holders in dividends, than of showing the actual earning capac- 
ity of the business. In the latter cases, however, it is essential 
that the profits certified for each separate year be those actually 
earned from the operations of that year, any arbitrary additions 
or deductions due to changes in bases of valuations or otherwise 
being taken into consideration, and that they be free also from 
abnormal fluctuations due to unavoidable contingencies which 
should be provided for proportionately over a period of years. 

Careful consideration must also be given to the effect that large 
adjustments made or omitted to be made would have upon the 
purchase price paid for the business, where that depends, as is 
usually the case with Goodwill, upon a certain number of years’ 
purchase of the certified profits. For instance it is usual that the 
vendor should guarantee collection of the Accounts Receivable 
and the maximum amount of Liabilities Payable; but such a 
guarantee is not sufficient when the payment to be made for 
Goodwill is dependent upon the profits for the reason that an ad- 
dition to the purchase price of, say, five years’ purchase on a bad 
debt or omitted liability of $1,000.00 may be cheaply obtained 
by the vendor repaying the $1,000.00 so represented. Similarly, 
if there is a change in the basis of Inventory valuations at the 
beginning and end of a period covered by the certificate of earn- 
ings, any such error would, in arriving at the purchase price 
for the Goodwill, be multiplied if the period upon which the 
Goodwill is based exceeds that covered by the certificate. 

In carrying through a consolidation of a number of businesses 
into one corporation the following plan has been found: by ex- 
perience to be the most satisfactory, and to give the fairest results 
to all parties: 

There should be a Valuation Committee selected from the 
different companies, whose duties should be to supervise the tak- 
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ing and pricing of the Inventories. The Capital Assets should 
be appraised by competent engineers or other experts ; statements 
of the Profits or Losses of the different companies should be certi- 
fied to by a Public Accountant, the same accountant being em- 
ployed for all companies; and all the book Debts and Liabilities 
of his company should be guaranteed by each vendor. The whole 
work, including the immediate taking of the Inventories and 
the making of the appraisals, should be under the entire direc- 
tion and supervision of a Public Accountant agreed upon by all 
parties, who would also supervise the preparation of the Liquida- 
tion Accounts for each of the old companies, and thereupon cer- 
tify the final amount to be paid to each, a proportion of the pur- 
chase price being retained from each vendor pending such final 
liquidation. 

The Goodwill should be based upon a certain number of years’ 
purchase, previously agreed upon, of the average profits for the 
period covered by the investigation, and the allowance of such an 
amount involves also that in cases where a loss is shown instead 
of a profit an equivalent deduction, frequently termed “bad-will,” 
should be made. 

Such a plan of consolidation as that laid down is the only one 
which can be carried through without injustice to the parties, 
who will otherwise haggle as to prices, each endeavoring to ob- 
tain the best of the bargain, with the result that there might be 
friction and bad feeling in the new organization, leading to an in- 
efficient organization, and probably in the end to loss and disaster. 

The experience of the Public Accountant, acquired during 
years of practice, qualify him to a greater extent than any other 
member of the community for dealing in a broad and scientific 
manner with all the varied problems involved, requiring the 
exercise of the same ability, judgment, and integrity, in carry:ng 
out such duties as already demanded in the case of audits if 
he is to do full justice—and no more than justice—to both 
present and prospective owners. 


(To be continued) 
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Corporation Accounting and Investigations.* 


By F. H. Macpuerson, F. C. A. 


Preliminary to taking up the question which has been placed 
in my hands, as the basis of the talk for this evening, I think 
it well that we should give consideration to the principles in- 
volved in an examination of the accounts of concerns where 
amalgamation or consolidation is being discussed. 

The nature and extent of the accountant’s investigation will 
depend, of course, largely upon his instructions; but we will as- 
sume, for the purpose of this evening’s talk, that manufacturing 
concerns in the same line of business contemplate consolidation ; 
that the report of the accountant upon each of the plants is to 
form the basis of the consolidation, and that the accountant’s in- 
structions are general and not specific; and that they include the 
determining of the assets and liabilities as well as the earnings. 

Accountants differ as to the scope of an investigation. There 
are those who take the position that the accountant is not ex- 
pected to make the thorough examination that a regular audit 
would entail, but that the genuineness of the books and of the 
balance sheet should be assumed. Most accountants, however, 
believe that the investigating accountant should analyze the ac- 
counts thoroughly, in the doing of which fraud, if any, would be 
discovered. 

Regular audits and special investigations have, or ought to 
have, the same end in view; the obtaining of a correct statement 
of facts. 

I can not well see how an accountant can accept and prepare 
a report from any balance sheet without satisfying himself by a 
sufficient analysis of the regularity.of.the accounts and of the 


~ 


methods followed by which the various items which enter into th 


assets of a concern, or which go to make up the revenue and ex- 
penditure accounts, are produced. 

Statements covering each of the concerns examined should be 
included in the report of the accountants independent of each 
other, and based upon the specifications which have been set 
out, should contain information as follows: 


(1) Assets as of a given date (the same in each instance) divided as to: 
(a) Realty. 
(b) Plant and Machinery. 


* Delivered before the class in accounting of Detroit Business University. 
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(c) Merchandise (raw material). 
(d) Merchandise (in process). 
(e) Merchandise (finished product). 
(f) Leasehold. 
f (g) Goodwill. 
| (h) Patents. 
i (i) Accounts Receivable. 
} (j) Bills Receivable. 
} (k) Cash on hand and in bank. 
(1) Bills Receivable under discount (indirect). 
(m) Accrued interest, insurance, etc. 
(n) And such other divisions of the assets as the nature of the busi- 
ness may demand. 
(2) Liasiuities, as of a given date (the same in each instance), divided 
| as to: 
H (a) Bills Payable. 
' (b) Accounts Payable. 
(c) Mortgage indebtedness. 
(d) Bills receivable under discount (indirect). 
(e) Other indirect liabilities. 
(f) Capital account. 
(g) And such other division of the liabilities‘ as the nature of the busi- 
ness may demand. 


(3) REvENUES AND ExPENsEs of each business showing earning power of 
each in a given time (usually three years if the business has been in 
operation so long) and preferably covering the same period. 

Taking the items in these divisions in their order, the accountant will 
ordinarily not be called upon to verify items “a” to “h,” the land, 
buildings, stock-in-trade, leasehold, etc., being specially valued by in- 
dependent valuers. If not, and these are subject to verification by the 
auditor, he should in the case of: 

(a) Realty. Call for the title deeds and see that the account is not 
charged with fictitious increases in value, or with the annual taxes, 
as I have found in certain instances. 

(b) And that a sufficient allowance has been made for depreciation 
(in building, etc.) 

(c), (d), (e), Merchandise, raw, in process, and the finished product. 
Get certified inventories, which should be checked both as to 
extensions and additions; an independent appraisement is altogether 
preferable. Compare inventory with invoices in the case of raw 
material. To see that profits are not anticipated, a careful inspec- 
tion of cost accounts is required. In case of manufactured stock 
care must be exercised to see that office and selling expenses 
are nc pro-rated and added to the costs of goods appearing in the 
inventory. Note should be taken of the “dead wood” in the 
stock and that proper allowance has been made to cover. 
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(f) Leasehold is not usually a consideration, but if found to exist, a 
special valuation to ascertain present value is best; otherwise, the 
original cost, less proportionate reduction for the expired period 
should be taken. 

(zg) Goodwill. This item can only be determined by agreement be- 
tween the parties, and is one which does not seriously concern the 
accountant, except that if it is put in at an arbitrary sum by the 
vendors, he should see to it that the price be set forth separately 
and distinctly in the “assets” so that the purchasers may know 
just how much they are expected to pay. 

(h) Patents. See that these are entered at their proper present worth 
—which will be determined by the remaining life thereof, and the 
present “state of the art” in that particular connection. 

{4) Accounts receivable. A careful examination should be made to 
ascertain the condition of these, that they are alive and collectible, 
and that proper provision has been made for bad and doubt- 
ful; also that secreted in the accounts receivable may not be found 
charges for “ goods on consignment” billed out at the usual profit 
and going to swell the volume of output, thus unduly increasing 
the earnings by the “ anticipation of profits.” 


(j) Bills receivable. Same examination as in the case of accounts, so 
far as prospects of realization are concerned. 


(k) Cash on hand and in bank. The same verification as in a regular 
audit. 

(1) Bills receivable under discount. This is an indirect asset as well 
as an indirect liability, and it is important in the case of an 
amalgamation, where the liabilities are being assumed, that in- 
formation on this point should be given. It may be necessary that 
some allowance should be made in anticipation of “loss upon 
realization.” 

(m) Accrued interest, insurance, etc. That the claim for these is fair 
and proper. 

Turning next to the question of liabilities, we take up: 

(a), (b), Bills payable and accounts payable. The verification will be 
the same as in a regular audit. In this connection it may be proper 
to say that there is not much danger of the liabilities being over- 
stated. The principal danger lies in the understating or not taking 
to account of the outstanding liabilities, and this must be carefully 
guarded against if the transfer of the business involves the assum- 
ing of all the liabilities. 

(c) Mortgage indebtedness. Verification by the obtaining of a state- 
ment from the mortgagees, both as to principal and arrears or ac- 
crued interest. 


(d) Bills receivable under discount. The remarks under item “1” in 
assets would properly apply here, being applicable in both cases. 
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(e) Other indirect liabilities. These may be in the nature of endorse- 
ments (although a strictly improper and illegal proceeding in the 
case of joint stock companies) claims for damages, disputed ac- 
counts for materials, services or commissions. A distinct state- 
ment in writing as to the existence or non-existence of these 
should be obtained from the proper officers of the company. 

(f) The value of the business to the purchasers will be represented 
by the difference between the assets and liabilities in each 
case and if profitable should equal the issue of capital stock 
with an addition to the assets of any undivided profits, which 
would enhance the value of the equity to be transferred to the 
amalgamation. 

The question of revenue and expenses of operation will in all 
probability more particularly occupy the attention of the account- 
ant, rather than the ascertaining of the value of the assets and 
liabilities; in fact, as I have stated before, his instructions may 
limit him to the determining of these without regard to the other. 
Taking the revenue accounts first: the accountant will require to 
make a careful investigation of the receipts for the period 
(usually three years) under examination. He will see that no 
extraneous revenue has been introduced and that the progress 
in the revenue account has been consistent and steady, or other- 
wise. He must be watchful that the revenue account has not 
been increased by credits for goods “on consignment” with an 
off-setting entry to accounts receivable. 

Other points which require to be looked into are: that goods 
“on approval’”’ likely to be returned to stock afterwards have 
not found their way in the sales account; that fictitious sales, for 
the purpose of swelling the revenue have not been put through 
the books, and shipments not made before close of inventory ; that 
incompleted and unshipped orders have not been credited to sales 
account, thus inflating revenue by ungained profits; that rebates 
and allowances are a charge against sales and not an addition to 
merchandise account. In a word, the bona fides of all sales 
especially near the end of the period should be determined 
to the satisfaction of the accountant. 

It is the duty of the accountant to see that all the expenses 
entered are a proper charge against the business and that they are 
made within the proper period; that there is no reduction in ex- 
penses towards the close of the term under inspection; that the 
expenses are regular and consistent and bear a steady ratio to 
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the turnover; that proper and reasonable allowances have been 
made for repairs and renewals, and that these are charged against 
revenue and not as an increase of capital. 

Excessive profits from any particular cause should be noted, 
as, for instance, those which might arise from the making of 
heavy purchases in anticipation of an upward tendency in prices, 
and which anticipation had been fulfilled. He should be satisfied 
that all profits earned and taken to account are incidental to the 
business. A sale of real estate not required for the purposes of 
the business, and made at a substantial profit, forms an example, 
On the other hand expenditures of exceptional and unusual 
character which have gone to reduce the profits below normal 
should be noted. 

In the consideration of the cost of operation heed should be 
given to the effect which a limited capital has had upon the ex- 
penses of operation. Lack of capital is naturally followed by in- 
creased borrowings, and increased borrowings augment the inter- 
est account. Operation is thus charged with a _ sum, 
which, had adequate capital been invested, would have 
been in the nature of a dividend. By way of illustration, 
I have in mind a _ business in which every dollar of 
capital invested was borrowed. This may appear an extreme 
case, but such is, nevertheless, sometimes to be found. 
The borrowed capital represented $100,000. Upon this sum in- 
terest was paid out of the business and charged to operating ex- 
penses. I am asked to investigate and find this condition. In the 
preparation of the profit and loss account I eliminate the $6,000, 
interest paid on this sum in order to arrive at the earning power 
of the business. It can readily be seen how unfair any other 
course would have been, and how lack of sufficient capital in any 
business will impair the earning power and affect the showing as 
to profits, unless allowance be made therefor. There is no room 
here for the exercise of a display of good judgment on the part 
of the auditor in determining what the “ adequate capital ” should 
be. 

Reports in detail upon each business should be prepared and 
furnished the principals, and these should form the basis upon 
which the amalgamation is carried out. Regard, of course, will 
also be had to the introduction of other interests where more ex- 
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tensive operations are contemplated by the amalgamating com- 
pany. 

In addition to the report in detail a certificate is usually pre- 
pared for use in the prospectus. This certificate is generally 
j.arren of all information except as to the revenues, expenses of 
operation, and profit-earning power of the various businesses en- 
tering the amalgamation, and these in the aggreate. Indeed, cer- 
tificates are not uncommon where information is given only as to 
the profits earned by the several businesses. It is unusual to see 
any reference to the amount of capital invested. It occurs to me 
that a model certificate would be one framed somewhat after the 
following style: 

CERTIFICATION. 

Gentelemen—I beg to advise that I have examined the records of 
The Brown Manufacturing Company, Limited, and of The Jones Manu- 
facturing Company, Limited, each for a period of three years, and certify 


to the correctness of the underwritten statements, as to Capital, Earnings, 
Expenses of Operation, and Net Earnings, covering the period given: 


BROWN MANUFACTURING Co., LIMITED. 
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I fully appreciate that the less detail there is in the report the 
better, for the obvious reason that much of it would not be under- 
stood by the average individual, and the tendency would be to be- 
fog rather than enlighten, and that is very undesirable. But I do 
think that an accountant issuing a certificate framed as above, 
with a simple qualifying reference tc a report for further and de- 
tailed information will be placing himself upon safe and sure 
ground. 

Illustrative of the fact that the ground which I have covered 
up to this point includes practically all that is necessary in con- 
nection with the examination of the accounts for the purposes 
mentioned, I now present for your benefit a memorandum of 
agreement, which was the basis of a recent consolidation with 
which we had to do. 

Basis of Consolidation: 

A corporation to be formed under the laws of the State of Michigan, 
with a paid up capital of ten million dollars, to be apportioned into six 
per cent. perferred stock and common stock, as the parties interested may 
hereafter determine. 

This corporation to purchase all the assets, property, goodwill, etc., of 
all the four companies and to pay therefor in preferred and common stock 
and by an assumption of the indebtedness of each company. 

The amount of preferred and common stock, to be paid to each com- 
pany, to be determined by the value of the net tangible assets and the 
valuation placed upon the earning power of each company. 

In placing a value upon the tangible assets, same to be reached as 
follows: 

(1) The land, buildings, machinery, tools, and patterns, to be determined 
by appraisers, to be chosen by a majority of a committee made up of 
one appointed by each of the companies; on failure of this committee 
to agree on appraisers the selection to be left to the committee who 
present these suggestions. 

(2) Inventories of raw materials, work in progress and manufactured 
stock to be taken, and valuations placed thereon by the individual 
companies, and this to be done under the supervision of a disinter- 
ested party, to be named by the committee. 

The inventories are to be made as of the same date, and to be taken at 
substantially the same time. 

When completed the inventories are to be passed and agreed upon by a 
committee consisting of a representative of each of the companies 
and one to be named by the committee. The decision of these five 
to be binding. 

(3) In reaching the value of the earning power of the several com- 
panies, consideration is to be given to the following details: 
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tensive operations are contemplated by the amalgamating com- 
pany. 

In addition to the report in detail a certificate is usually pre- 
pared for use in the prospectus. This certificate is generaily 
barren of all information except as to the revenues, expenses of 
operation, and profit-earning power of the various businesses en- 
tering the amalgamation, and these in the aggreate. Indeed, cer- 
tificates are not uncommon where information is given only as to 
the profits earned by the several businesses. It is unusual to see 
any reference to the amount of capital invested. It occurs to me 
that a model certificate would be one framed somewhat after the 
following style: 

CERTIFICATION. 

Gentelemen—I beg to advise that I have examined the records of 
The Brown Manufacturing Company, Limited, and of The Jones Manu- 
facturing Company, Limited, each for a period of three years, and certify 
to the correctness of the underwritten statements, as to Capital, Earnings, 
Expenses of Operation, and Net Earnings, covering the period given: 


Brown MANUFACTURING Co., LimITED. 
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I fully appreciate that the less detail there is in the report the 
better, for the obvious reason that much of it would not be under- 
stood by the average individual, and the tendency would be to be- 
feg rather than enlighten, and that is very undesirable. But I do 
think that an accountant issuing a certificate framed as above, 
with a simple qualifying reference to a report for further and de- 
tailed information will be placing himself upon safe and sure 
ground. 

Illustrative of the fact that the ground which I have covered 
up to this point includes practically all that is necessary in con- 
nection with the examination of the accounts for the purposes 
mentioned, I now present for your benefit a memorandum of 
agreement, which was the basis of a recent consolidation with 
which we had to do. 

Basis of Consolidation: 

A corporation to be formed under the laws of the State of Michigan, 
with a paid up capital of ten million dollars, to be apportioned into six 
per cent. perferred stock and common stock, as the parties interested may 
hereafter determine. 

This corporation to purchase all the assets, property, goodwill, etc., of 
all the four companies and to pay therefor in preferred and common stock 
and by an assumption of the indebtedness of each company. 

The amount of preferred and common stock, to be paid to each com- 
pany, to be determined by the value of the net tangible assets and the 
valuation placed upon the earning power of each company. 

In placing a value upon the tangible assets, same to be reached as 
follows: 

(1) The land, buildings, machinery, tools, and patterns, to be determined 
by appraisers, to be chosen by a majority of a committee made up of 
one appointed by each of the companies; on failure of this committee 
to agree on appraisers the selection to be left to the committee who 
present these suggestions. 

(2) Inventories of raw materials, work in progress and manufactured 
stock to be taken, and valuations placed thereon by the individual 
companies, and this to be done under the supervision of a disinter- 
ested party, to be named by the committee. 

The inventories are to be made as of the same date, and to be taken at 
substantially the same time. 

When completed the inventories are to be passed and agreed upon by a 
committee consisting of a representative of each of the companies 
and one to be named by the committee. The decision of these five 
to be binding. 

(3) In reaching the value of the earning power of the several com- 
panies, consideration is to be given to the following details: 
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(a) That profits are incidental to the business and have not been an- 
ticipated. 

(b) To the charging to operating expenses of items, exceptional or 
unusual, and which have had the effect of reducing profits below 
normal. 

(c) The effect upon the earnings of the money paid out as interest 
upon borrowed capital, in case it be found that the borrowings 
(loans) made by the several companies are disproportionate to 
each other. 

(d) That all charges to operating expenses are proper charges against 
the business and that they are made for and during the proper 
period. 

(e) That proper and reasonable allowances have been made for re- 
pairs and renewals and that these have been charged against earn- 
ings. 

‘ (f) That charges against earnings for depreciation are adjusted upon 
an equitable basis. 

(g) Such other matters as appear from an examination of the ac- 
counts and which would prejudicially affect the earnings of any of 
the companies, either advantageously or disadvantageously. 

(h) The value of the earning power to be determined by a considera- 
tion of the business done by each of the several companies for the 
three years, 1903, 1904, and 1905. 

(ig Accountants to be selected by the committee and questions which 
may arise as to treatment of various matters and about which 
there is difference of opinion, to be determined by the com- 
mittee. 

(j) All costs and expenses incurred in making appraisals, examination 
of accounts, or of performing the other duties in connection with 
the formation of the proposed new company to be charged to and 
borne by the new company; should the new company not be 
formed, then such costs, expenses, and disbursements to be borne 
by the four individual companies in proportion to the number of 
men employed by each. 


We will now take up the question which I have been asked 
to work out for the benefit of the class. 

This question evidently originated in the State of Pennsyl- 
vania, as I should assume, from the fact that reference is made to 
the payment by the corporation, of taxes, etc., due the State of 
Pennsylvania on the formation of the corporation. To make this 
question of more local value, have included instead the 
franchise fees required under the laws of the State of Michigan, 
which are paid to the Secretary of the State of Michigan upon 
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the basis of one-half of one mill upon each dollar of the authorized 
capital stock. Following is the question: 


Practical Accounting. 


I. The following statement of affairs which was taken as being correct, 
was made to proposed underwriters for the consolidation of four cor- 
porations, under a corporation to be formed to take over all the four 
corporations. 

It was understood and agreed that the stock of corporation No. 1, 
par value of which $100.00 should be purchased at $135.00 per share. 

Corporation No. 2, Stock par $100.00 at $120.00 per share. 
Corporation No.3 ” ”  §0.00 at 50.00 per share. 
Corporation No. 4 25.00 at 41.00 per share. 

It was also agreed by the Underwriters that they would advance 
sufficient money to purchase said stock, the whole of the stock of the pro- 
posed corporation to be turned over to them, together with $200,000.00 
of the bonds of the new company. 

That sufficient bonds is issued to retire the bonds of the old corpora- 
tions and provide for $500,000.00 of treasury bonds to be used in better- 
ments, 

In addition to the above it was agreed that the underwriters would 
purchase at least $250,000.00 of the new bonds at 85%. 

It was agreed also that the par value of the stock of the new corpora- 
tion should be $100.00 per share, and that sufficient stock should be issued 
to cover 20% more than the cash outlay of the underwriters for the 
purchase of the stock of the old corporations. 

It was also agreed that the new corporation should take over the 
assets of the old corporations, but that each of the old corporations 
should be clear of indebtedness except for bonds issued. 

The assets turned over to the new corporation were to be as follows: 


CORPORATION No. 1. 


” ” 





ee a i die a cteva otk eited Bebe Ai URS $48,000.00 
Ss, clash kta ohh etnvebionstahte ac ah & ni Reread ataetane aoe 450,000.00 
Cs ».0's 0.0 etoh inn ds 6 4m abemmaaein heed 90,000.00 
eee ee eee 184,000.00 $772,000.00 
nk hia s san nen obs bind Ghetb baste i 350,000.00 
CAE Is 3 0.csind so n0 5 0ndeeete eins t-90'6)een $700,000.00 


CORPORATION No. 2. 





Ate tkdas deen 4.0066 Phen eeewed $70,000.00 
as ook wk tse 3% 9 58 wee RS 820,000.00 
deeb ba kes as eenedessettbenstne 80,000.00 
EE i SI own cveccedaue ine cileak 270,000.00 $1,240,000.00 
IE Es bodes 6 ccc cscs tienda s weesind 850,000.00 
SES 543 6d co5o 5 6446 2 ben eababex eknene 390,000.00 $1,240,000.00 
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CORPORATION No. 3. 

















DN: 6 ong bo Vie Sib c «8 4-00 4M eae $28,000.00 

indy tn Vad wed Kaa d4e eee 420,000.00 

BuMGMeS...0 oes ccccecccscccccesecsccsess 42,000,00 

Book DEED: 4 ncenccacesoesecices 135,000.00 $625,000.00 
dak Cede kis Ae ed ainda ee 280,000.00 

Camtted BeeeEy. 2. wc cee ccc ccccecccccces 350,000.00 630,000.00 

CorRPORATION No. 4. 

es hath edeesekesbiah aesaseees $110,000.00 

ere EG, Sacred a ate! Gibb aie Wl oR 1,475,000.00 

Supplies... oo... cs scccccccccccsvcccceces 86,000.00 

ne eer 432,000.00 $2,103,000.00 

_— 

GCopltal Stocks... 0... cee ccccccecccctecs 150,000.00 

Ns oO es ad cian oa we dah ners ewe 1,890,000.00  2,046,000.00 





Form the new corporation with sufficient stock and bonds, the bonds 
to draw 5% riterest to meet the requirements of this agreement, charging 
into plant a/c all taxes and bonds due the State of Pennsylvania, on 
formation of corporation, together with a counsel fee of $20,000, as well 
as other compensation under this agreement, and give a statement show- 
ing the result. 

At the end of the year it is found that $250,000 of the bonds of the 
corporation have been sold to the underwriters and used for betterments. 

The results of the business for the first year show a profit of 
$1,000,000, after charging off 10% for depreciation on plant. 

Declare such a dividend as in your judgment is reasonable, crediting 
surplus with whatever balance remains, and give a statement of con- 
dition, using your own figures in ascertaining the profit. 


SOLUTION: 
No. rt. No. 2. No. 3 No. 4. 





Capital Stock $350,000.00 $850,999.00 $350,000.00 $1 50,000.00 











@ 135 120 100 164 





Value... $472,500.00 $1,020,000.00 $350,000.00 $246,000,00 














No. 1...... $472,500.00 

| Saree I,020,000.00 

Bs Bre vena 350,000.00 

SS Sea 246,000.00 
Cash value of 

Stock. .... $2,088,500.00 
Add 20%.... 417,700.00 
Stock of New 


Corporation $2,506,200.00 
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Treasury 
Bonds..... 
To Under- 
writers.... 


Assets 


Counsel Fee. 
Compensation 
to Under- 
Compensation 
to Share- 
holders. ... 
Franchise 
Fee, Mich. 


$350,000.00 
390,000.00 
280,000.00 


1,890,000.00 





$2,910,00.00 


500,000.00 


200,000.00 





$3,610,000.00 








Cash 


$48,000.00 
70,000.00 
28,000.00 
I 10,000.00 











Plant Supplies %s. Rec. 
$450,000.00 $90,000.00 $184,000 .00 
820,000.00 80,000.00 270,000.00 
420,000.00 42,000.00 135,000.00 
1,475,000.00 86,000.00 432,000.00 





$256,000.00 


$3,165,000.00 $298,000.00 $1.021,000.00 


20,000.00 
617,700.00 


258,500.00 


1,253.10 





$256,000.00 


$4,062,453.10 $298,000.00 $1,021,000.00 








ASSETS AND LIABILITIES OF NEw CORPORATION AT COMMENCEMENT. 








Ns de a ag cee ea ee 


Pais nsn ocinkenessaesdediversesans sd sauenonne 
Accounts Receivable 
Bonds in Treasury 


RR 0s nino 0 o's 609550 56 d4en8de 
Bonded Indebtedness 


Oe 


eee ee eeee 


eee eee eee 


ee 





Assets. 
$256,000.00 

$20,000.00 
1,253.10 21,253.10 $234,746.90 
4,062,453.10 
298,000.00 
rite ghibewes soup bale 1,021,000.00 
(Utkin as koe beankens en eeu 500,000.00 
$6,116,200.00 

Liabilities. 


$2. 506,200.00 


3,610,000.00 $6,116,200.00 
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The Accounting of Industrial Enterprises. * 


By Wi uiaM M. LysBranp, C.P.A. 


While it may be true that many of the industrial enterprises 
now in existence remain as partnerships or as independent cor- 
porations, a very large number of undertakings of that character 
have been consolidated into that form of organization represented 
by the holding companies. It is with accounts of the latter class 
of industrial enterprises, therefore, that this paper will deal prin- 
cipally, because accounting principles, if sound, do not change 
with their application to any particular form of accounts, while 
accounting methods, if good, when modified to conform to the re- 
quirements of the different kinds of business operations, are ap- 
plicable to small as well as to large undertakings. 


Poo.ts. 


In the revival of industry which succeeded the industrial de- 
pression of 1873, the corporate form of organization began to be 
used more and more. The holding company had not then made 
its appearance and the great combinations of the present day 
did not then exist. In the meantime, the corporations, not hav- 
ing consolidated, and therefore being competitors, were led to 
adopt various devices designed to eliminate the evils of competi- 
tion from which they suffered. The formation of pools was one 
of the commonest and most popular methods employed. 
The pools were associations of manufacturers who agreed to 
place the marketing of their product under some central associa- 
tion, hoping thereby to secure the benefits of stable prices and 
a regulated output. The imherent weakness of the pools was 
that their provisions were not enforceable at common law, and 
good faith on the part of the members could be compelled only 
by the forfeiture of deposits, the imposition of fines and ex- 
pedients of a similar character. Mutual distrust was apt to 
exist, withdrawal of members was possible, and in times of de- 
pression, when business at profitable prices was hard to obtain, 


*Presented at the Annual Meeting of the American Association of Public Accountants, 
Atlantic City, New Jersey, October 22-30, 1908. 
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and when the pool was most needed, it was usually most difficult 
to control the members or to keep them together. ‘ae, 


Trusts. 


The failure of the pools to accomplish the object for which 
they were organized, led to the creation of a form of organiza- 
tion which was intended to have a legal foundation and a per- 
manent existence, namely, the Trust. Under the trust form, the 
capital stocks of the constituent companies were assigned to a 
board of trustees, who issued trust certificates in lieu of the 
shares so assigned. The trustees, having been vested with the 
control of the corporations through the assignment of their capi- 
tal stocks, became responsible for the management of the several 
companies and were thus in a position to adopt a settled policy 
in all matters pertaining to the limitation of output and the up- 
holding of prices. The trust, as an expedient for lessening or ob- 
viating the evil of competition, and for securing the benefits of 
consolidation, was by reason of its authority, stability and per- 
manent organization a decided advance over the temporary and 
ineffective pool. Its legal position was, however, found to be 
open to attack, and adverse judicial decisions in cases brought 
to test whether or not it was a combination in restraint of trade 
finally drove the trust out of existence as a legal means of ef- 
fecting combinations. 


Hotpinc CoMPANIES. 


About the time that the test cases to prove whether or not 
the trust was to be allowed to exist were in progress, a new legal 
expedient for accomplishing combination was provided through 
the enactment by the State of New Jersey of a revised General 
Corporation Act, under which the right was granted to one cor- 
poration to purchase and hold stocks of another, a right which 
prior to that time seems to have been held by the corporations 
only by virtue of their being organized under special laws. It 
has been said that, “ for momentous consequences, this statute of 
New Jersey is hardly equaled in the annals of legislation; cor- 
porate organization could henceforth be promoted, not to serve 
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the ends of industrial management, but solely in order that finan- 
cial combinations might indirectly control operating companies 
through ownership of their capital stock.” Thus the holding 
company originated, and under this law one consolidation fol- 
lowed another, until at the present time there exist the gigantic 
industrial combinations which virtually control the several lines 
of industry in which they are engaged. 


ADVANTAGES OF COMBINATION. 


The principal factor leading to the formation of the indus- 
trial combinations was doubtless the desire to eliminate ruinous 
competition by obtaining so large a control over any one class 
of merchandise that it was possible virtually to regulate the price 
at which it could be sold. Contrary to the accepted idea, the 
control of prices does not necessarily mean their exorbitant ad- 
vancement, but under enlightened management, exemplified, we 
believe, in one of our largest combinations, it enforces a policy of 
stability in prices, under which business in times of depression 
suffers vastly less than if indiscriminate price cutting were in 
effect. However, other causes than the control of prices were in- 
strumental in hastening the formation of combinations. In a 
territory as extensive as the United States, the transportation of 
raw materials to the seat of manufacture, and the finished product 
thence to the place of its disposal, constitutes a large element 
of cost. Under a combination, the orders may be so distributed . 
that the mills most advantageously situated as respects trans- 
portation facilities can be worked to their full capacity, while 
others less favorably located may, except in times of un- 
usual activity, be closed temporarily. Orders for certain classes 
of merchandise may be concentrated in one plant so that it may 
run continuously with few changes of appliances, an’ ‘hus 
turn out the largest output at a minimum of cost. Sources of 
raw materials may be controlled through the large financial re- 
sources of the combination, or by the amalgamation with it of 
the companies controlling such raw materials. Labor may be 
dealt with in larger groups and more advantageously ; expenses 
of distribution of goods may be curtailed by dispensing with 
salesmen who traverse each other’s territory; duplicate offices 
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may be eliminated ; stocks of merchandise may be reduced; man- 
agement and office expenses may be decreased by concentration— 
these are some of the other advantages which it was believed 
would accrue to the properly constituted combinations, and which 
have in many instances, doubtless, been realized to a considerable 
extent. 


Evits or MoNopo_Ly. 


Without devoting undue space to a discussion of the ethical 
features of trusts or combinations, it may not be inappropriate 
to consider for a moment the evils which in the public mind seem 
to be indissolubly associated with them. First of all is the dread 
of monopoly. To what extent this fear is justifiable it is diffi- 
cult to determine. Even where a combination has a virtual 
monopoly, there is a practical limit beyond which it can not ad- 
vance its prices. If this limit is exceeded, demand for the ar- 
ticle ceases, substitutes therefor are devised, or the pressure of 
public opinion becomes so great that the most strongly in- 
trenched monopoly must be affected by it. On the other hand 
a monopoly is probably effective in influencing prices in that 
they can be maintained at substantially the same level, in the 
jace of reduced costs of production due to the introduction of 
improved manufacturing processes, thus depriving the consumer 
of the beuefit of at least a part of the widening margin between 
cost and selling price which would probably accrue to him under 
the regime of competition. It will be argued by others, how- 
ever, that the greater profit results entirely from the economies 
of combination, and that therefore the additional margin equi- 
tably belongs to the producer, as the consumer, under compe- 
tition, would have been no better off than is now the case. 


At a meeting for the discussion of economic questions, 
a prominent socialist recently described the material ad- 
vantages which, he argued, would accrue to the workingmen, if 
the productive agencies of the industrial world were placed under 
their control and operated for their benefit. A well-known po- 
litical economist in reply expressed his belief that if these agen- 
cies were so controlled and operated, the net results under the 
relatively unskillful management that would then ensue would 
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be so much less than under the present conditions, that each 
workingman would receive no more than he does at the present 
time. The same thought may be true as to prices; if under com- 
petition there is economic waste, and in combination there is 
economy, would not the increase in costs under the former neces- 
sitate prices equal to those under a monopolistic regime? These 
questions of costs, prices, and monopoly are, of course, too far- 
reaching to be properly discussed within the limits of a para- 
graph, but they are now the source of so much public debate, with 
the possibility of an attempted public control, that they demand 
our, thoughtful consideration. 

The temptations of fraudulent promotion and speculative man- 
agement are other evils ascribed to the combinations. It is 
claimed that earnings which were used as a basis of capitalization 
have been overstated, either intentionally or ignorantly, by the 
failure to include among the expenses of operating the full cost 
of maintaining the property, or a proper provision for renewal of 
the plant through whose operation the earnings were produced, 
but which must obviously deteriorate in value because of that 
use, or become obsolete through the introduction of improved 
appliances. The more serious charge has been made and proved 
to the satisfaction of many, that constituent companies acquired 
at one price by the members of a syndicate have been sold directly 
or indirectly to themselves as directors of the holding company 
at greatly enhanced amounts. Speculative management, with 
one eye on the ticker, and the other on the profit and loss state- 
ment, has been alleged, with the attendant evils of a property 
“ skinned ” to show large earnings, or the payment of dividends 
unearned, or at least unwarranted from the standpoint of financial 
expediency. 

It is alleged that the holding company adds to the complexity 
of corporate organization, admits of the accumulation of debts 
in the affiliated companies, the piling up of deficits in some com- 
panies without provision therefor in the accounts of the parent 
company, and by other devices tends to obscure the real prof- 
its or losses, thus leaving the stockholder utterly in the dark as 
to the actual value of his holdings. 

Numerous remedies have been proposed to prevent some of 
the foregoing evils. The trend of public opinion at present seems 
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to be toward federal regulation and compulsory publicity. It 
would appear that a reasonable degree of federal supervision, 
or at least the issuance of a federal license to do business, would 
be welcomed by the larger corporations in preference to reguia- 
tion by the individual states, each one imposing different con- 
ditions. Publicity, within reasonable limits, is rapidly being 
voluntarily adopted, and it seems reasonably certain that cor- 
porations conducted as “blind pools” will ultimately be relegated 
to the past. 


ACCOUNTS OF A CORPORATION. 


It was stated at the beginning of this paper that accounting 
principles, if sound, are applicable to any particular form of ac- 
counts; therefore, with a subject as comprehensive as the one 
now under consideration, it does not seem feasible to do more 
than discuss those accounting principles which should control in 
the inauguration, administration and presentation of the accounts 
of industrial enterprises, without attempting to deal with details 
or to describe the particular form which the accounts should 
assume. 


The accounts of a corporation may be called the history of 
its financial transactions, or, as the writer’s perceptor was accus- 
tomed to remind him constantly, they should be “ records of the 
facts.” A fact would seem to be capable of but one interpreta 
tion, and we should therefore, if not otherwise informed, be led 
to expect that a statement prepared from the books would be an 
exact reflection of the facts of its financial transactions. But in 
practice no such simple or ideal condition will be found to exist. 
The modern business organization is so complex, and its trans- 
actions so numerous and so varied, that the facts are sometimes 
difficult to ascertain, and frequently are of such a character that 
they fall under the category of opinions rather than certainties. 
Further, the operations of a business are intended to be continu- 
ous, and at no time is it contemplated that there will be a final 
cleaning up in which every asset will be realized on and every li- 
ability disposed of; therefore, while the fact as to the current 
transaction may be known, the amount to be ultimately realized 
may be uncertain, and the best that can be done with the accounts 
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is to organize them intelligently and administer them on sound 
accounting principles, so that when a statement is prepared it will 
reflect an honest opinion as to the company’s financial position 
and the results of its operations. 


BALANCE SHEET OF HoLpInG CoMPANY. 


The principal accounts of a corporation, or, at least, those 
which are perhaps of the greatest interest to the management, 
are the balance sheet and the income and profit and loss state- 
ment. 


The balance sheet of a holding company is not necessarily 
a particularly complicated statement. If the holding or parent 
corporation is a finance company simply, as distinguished from 
an operating company, its chief assets will usually consist of the 
securities of the subsidiary companies of which it is the owner. 
Quite frequently the entire capital stocks of these subsidiary com- 
panies will have been acquired by the parent company, and the 
latter may also be in possession of some of the bonds which lie 
against the property of the subsidiary companies. 

Frequently, other large items of assets are advances made 
to the subsidiary companies for which the latter may have issued 
their notes in favor of the parent company. Such advances are 
usually made to provide for extensions or additions to the plants 
of the subsidiary companies after they have been acquired by the 
holding company, or they may have been made for the purpose 
of furnishing additional funds to purchase larger stocks of ma- 
terials, to carry contracts requiring considerable time to complete, 
or for any other legitimate business purpose. If the moneys ad- 
vanced have been for the purpose of adding to the plants of the 
subsidiary companies, it may be that these loans will subse- 
quently be funded by the subsidiary companies through the 
medium of mortgage bonds, which if sold to the public will en- 
able the subsidiary companies to discharge their debts to the par- 
ent company. Or possibly, if the whole of the authorized stock of 
the subsidiary company is not outstanding, a further amount 
may be issued and delivered to the parent company in settlement 
of the advances, thus changing the form of the asset on the hold- 
ing company’s books from an account receivable to a security 
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ownership. It is improbable that such a course would be pur- 
sued except in very special instances, as the holding company 
would doubtless prefer to appear as a creditor of the subsidiary 
company, rather than as an owner of more shares of its capital 
stock, because, if the subsidiary company were unprofitable and 
it became necessary to wind it up, the holding company would 
claim, with the other creditors, its proportion of the realizations 
from the subsidiary company’s assets. Such a position, we be- 
lieve, would be assumed by the holding company in the absence of 
direct ruling to the contrary, but serious doubt has been cast 
recently on the ability of a holding company to sustain such a 
contention, where it is the owner of the entire capital stock issue 
of the underlying company. 


Advances made by a parent company to its subsidiary com- 
paixics are not always represented in the latter by tangible prop- 
erty. Such advances may have been made to recoup the sub- 
sidiary company for losses sustained by it in operating. The ad- 
vances appearing on the books of the parent company would, 
under such conditions, be nominal assets only, and as such, in a 
balance sheet of the holding company they should be offset by a 
reserve sufficient to provide for the whole or such part of them 
as may be represented by losses. 


It is probable that among the assets of the holding com- 
pany there will be included capital stocks of companies, a minor- 
ity interest in which may be all that is owned by the holding 
company, or at most it may be a majority holding and not a com- 
plete ownership. Unless there has been a marked depreciation 
in the value of such holdings, they would be included in the bal- 
ance sheet at their respective costs, but if it is apparent that they 
have suffered a radical and permanent decline, they should be 
written down to an amount which will represent their actual 
worth. 


The liabilities usually call for no particular comment, as, if 
they are clearly stated, they will be self-explanatory. The capi- 
tal stocks and bonds issued by the company will generally appear 
as major items, followed by loans payable and accounts payable 
due by the company. It is possible that some of the subsidiary 
companies may, through funding operations have acquired a terr 
porary surplus of cash, which they have deposited with the parent 
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company, and which consequently will appear as liabilities of the 
latter. The other liabilities will include the reserve and sinking 
fund accounts and miscellaneous items. 


CONSOLIDATED BALANCE SHEET. 


The foregoing remarks are intended to apply to the balance 
sheet of the holding company per se. It is now very generally 
recognized, however, that the submission of the balance sheet of 
the holding company only, does not furnish the owners of the 
company with the information as to its real financial position to 
which they may justly consider themselves entitled. 

The holding company was, as heretofore stated, organized for 
the purpose of acquiring the capital stocks of affiliated companies, 
and thus effecting a combination which would bear the test of 
adverse legal scrutiny. While each company under this scheme 
retains its corporate identity, and is in the eyes of the law a 
separate corporation, yet there is a virtual consolidation of own- 
ership, the results of which can be properly expressed in a state- 
ment of their accounts only by consolidating the balance sheets 
of all the companies into one balance sheet, eliminating there- 
from the inter-company stocks, bonds and accounts, which indi- 
cate the relation of one company to another, and not to the 
public. 

A consolidated balance sheet therefore is intended to re- 
flect the financial position of the whole group of affiliated com- 
panies, considered as one undertaking. In a typical balance 
sheet of this character, the following grouping and arrangement 
of the assets and liabilities has been adopted. 


Assets: Liabilities : 
Property Account. Capital Stock of Holding Cor- 
poration. 
Gunrees Charges to Opera- Capital Stocks of Subsidiary 
tion. Companies not owned by 
Investments. Holding Corporation. 


Bonded Indebtedness. 
ied Current Liabilities. 

, Sinking and Reserve Funds. 
Current Assets. Surplus. 


Sinking and Reserve Fund 


(To be continued) 
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EDITORIAL. 
The Atlantic City Meeting. 


The annual meeting of the American Association at Atlantic 
City will be notable in the annals of the profession for several 
reasons. It differed from previous meetings of the association 
in the international character of its attendance. There were 
present some forty delegates of foreign societies, some of them 
leading officers of the greatest bodies of accountants in the world. 
Representatives of Canadian societies have attended other meet- 
ings, but this was the first meeting where there were many 
visitors whose journey had taken them over salt water. The 
members of the association greatly appreciated the interest shown 
by their guests, and the hope was generally expressed that the 
accountants of all countries would get together frequently for 
the cultivation of good will and for the discussions of matters of 
importance and interest to all. There are many reasons why 
the members of this young profession, the status of which is 
not yet clearly defined in any country, should hold frequent 
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meetings and discussions in orde. that advancement may be uni- 
form so far as possible in all countries. It is for this reason 
that the American Association is to be congratulated upon 
having secured such a large and distinguished representation 
at Atlantic City, and on having shown the foreigners by the 
interesting and dignified nature of the program that the account- 
ing profession in the United States takes a keen and scientific 
interest in the business problems which engage its attention. 

The meeting will also be remembered as the occasion for the 
organization of the National Society of Boards of Examiners. 
This organization was perfected outside the meetings of the 
association and has no official connection with it, yet all its 
members are members of the association, and by their organiza- 
tion are carrying out a policy and aiming at a purpose in which 
the association is deeply interested. 

The Atlantic City meeting, like that at St. Paul last year, 
furnished abundant evidence that the accountants of the United 
States are united in their resolve to ignore differences of opinion 
and to pull harmoniously together for the good of the profession. 


The New York C. P. A. Examinations. 


Mr. James G. Cannon’s address to the American Associa- 
tion at Atlantic City on “The Relation of the Banker to the 
Public Accountant” contains some critical observations which 
deserve serious and impartial consideration. Mr. Cannon has 
proved himself in many ways a friend of the profession. Among 
bank presidents he is conspicuous as a man who has said most 
and done most to make the independent public accountant a 
necessary and important ally of the banker. That to such a 
man the accounting profession appears not to be grasping its 
full opportunity, not growing as it might grow, and not equip- 
ping itself to meet satisfactorily the demands of the public, is 
a fact which accountants can not ignore. If the criticisms of 
this intelligent and friendly banker can not be shown to rest upon 
misconception, changes in the existing requirements for admis- 
sion to the profession are imperative. 

Mr. Cannon finds that out of six hundred and seventeen 
candidates who tried the C. P. A examinations in the State of 
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New York during the last ten years, four hundred and nine were 
rejected, and is inclined to infer that a few men are retaining 
almost a monopoly. He believes that the examination papers, 
especially in practical accounting, are full of “catch questions,” 
which would floor one-half the men now holding certificates 
under the waiver clause. He also thinks the New York require- 
ment that an applicant must spend one year in the office of a 
certified public accountant before receiving his degree, is an 
unnecessary hardship, deterring many a good man from entering 
the profession, or, at least, from taking the degree. 

Mr. Cannon is not justified, we feel sure, in his inference as 
to the existence of a monopolistic spirit or tendency among New 
York accountants. It must be admitted, however, that there 
are many near-sighted certified public accountants in the State 
of New York who do not welcome recruits to their ranks, who 
regard schools of accounting with disfavor, who seem to think 
that every young certified public accountant is a menace to their 
own business and incomes. These are small men, however, and 
are in the mniority, both in practice and in influence. Narrow- 
minded men of the same sort are to be found in every profession, 
and the profession of accountancy can not fairly be judged by 
them. As for the accounting profession, as a whole, in New 
York the dominant desire is not to keep young men out of the 
profession, but to draw into it the best available material the 
country affords. Leading accounting firms in New York City 
are eager for an increase in the ranks of well-trained junior 
accountants, for the supply of such men has for some time been 
unequal to the demand. They would not like to have the 
C. P. A. examinations made too easy, but, if these examinations 
are unnecessarily narrow and technical, the great body of prac- 
ticing public accountants in New York City will be glad to know 
it and will insist upon a change. 

As for the character of the examination papers in practical 
accounting, we are inclined to agree with Mr. Cannon that 
they have not furnished a proper test of the candidate’s fitness 
for the profession. We are of this opinion for two reasons; 
first, because the paper in practical accounting has not only 
tripped up many a brilliant and conscientious young student, but 
has even floored middle-aged practicing accountants of recog- 
nized standing in the profession; second, because we have been 
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confidentially informed by leading accountants, men who hold 
the degree under the waiver, that they could not now pass and 
never could have passed examinations of the sort set by our 
boards of examiners. We are inclined to agree with Mr. Cannon 
in his implied opinion that our boards of examiners, by exag- 
gerating the importance of rare and relatively useless technicali- 
ties and by unduly weighting ability in the refinements of tech- 
nique, have barred from the profession men who in all essential 
requisites were fully prepared to undertake its work. 

We do not believe, however, that the examiners have in any 
degree been animated by a desire to keep worthy men out of 
the profession. We are confident, on the contrary, that their 
aim has been to set examination papers which shall sift out the 
worthy from the unworthy, and that if they have erred on the 
side of exclusion their error has been due, not to any selfish 
motive, but to a most laudable desire to give dignity and value 
to the degree of C. P. A. 

We do not feel, therefore, like criticising the boards of exam- 
iners. In our opinion they have done their best. They have 
had a hard and thankless task, and friends of the profession 
should be glad that they have erred, if they have erred at all, 
on the side of exclusion rather than of inclusion. If there is 
to be no change for the better, we would much rather have 
the examinations during the next ten years carried out on the 
same lines as during the last ten years, and with the same dis- 
couraging results so far as candidates are concerned, than have 
the examinations simplified merely in order that a larger propor- 
tion of candidates may be successful. 

This whole subject is too important to be settled offhand. 
Three important questions are raised: 

(1) What should a candidate for the degree of certified public 
accountant be expected to know? 

(2) What technical, administrative, executive ability should he 
be expected to possess? 

(3) How much and what kind of practical experience in busi- 
ness must he have had? 

At the present time, in the State of New York, a candidate 
for the C. P. A. degree is expected to have a reasonably thorough 
knowledge of auditing, theory of accounts, and commercial law, 
and to be able to solve the most difficult problems which can pos- 
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sibly arise in the practice of accounting. We believe that most 
successful and well informed accountants will admit that these 
requirements, as they have been interpreted up to date, are too 
narrow in scope. To be sure, the examinations may be made 
to include many subjects which are not commonly regarded 
as part of accounting or included in the text books of the subject, 
such, for example, as corporation finance, the principles of invest- 
ment valuation, business organization and management, organi- 
zation and conduct of corporations, insurance and insurance law. 
The Pennsylvania C. P. A. syllabus definitely announces that 
the candidate will be examined in some of these subjects, but in 
New York nothing is said about them, and the applicant is justi- 
fied in the inference that no special knowledge will be expected 
of him in these fields. A scrutiny of the examination papers set 
during the last ten years by the New York examiners shows 
that they expected of the candidate no more than a general 
knowledge of these subjects, and that their main purpose was 
to test him in his knowledge of the technique of accounting. 

In our opinion the scope of these examinations should be 
broadened and made to include definitely certain subjects which 
all accountants of general and successful practice have found 
to be essential parts of their intellectual equipment. If this is 
not done, accountants can never make good their title to the rank 
of profession. They will always be open to the charge of being 
merely expert bookkeepers. At the present time any man with 
a high school education may become a certified public accountant 
if he gets some knowledge of cominercial law, masters the theory 
of accounts—an easy subject in itself, though the paper under 
that title may be made fairly difficult by the inclusion of “ prac- 
tical” questions—studies one or two books on auditing, and 
acquires by practice great facility in the solution of problems, 
some of which are nothing more or less than advanced book- 
keeping. Narrow training of this sort certainly does not entitle 
a man to professional standing, and we do not wonder that 
boards of examiners have, perhaps unconsciously, used all their 
ingenuity to produce papers bristling with technical difficulties. 
We believe that the standard for admission to the profession 
must be raised until it covers as broad a field as that required 
for the law or for medicine. Law and medical students, in their 
preparation for practice, get an education and a mental training 
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far superior to that which is required of a young man who is 
fitting himself for the C. P. A. examinations. This ought not 
to be the case, for the public accountant himself should be, and 
the best of them are, liberally educated men. 

In the revision of the C. P. A. standards which we hope 
will be undertaken by the National Association of Examiners 
organized last month in Atlantic City, the broadening of the 
knowledge requirements must receive first consideration. We 
hope to see, among others, the following subjects in the list of 
requirements: political economy, banking, foreign exchange, 
management and financing of a corporation, principles of invest- 
ments, insurance, business and industrial organization. A young 
man who has had a thorough training in these subjects, along 
with his work in the theory and technique of accounts and in 
commercial law, will have an education as scientific and liberaliz- 
ing as that required of the young lawyer or young physician, 
and will be much better fitted to do intelligent work as an 
accountant than if he has merely been drilled in the recondite 
puzzles of higher bookkeeping. Then the examination in what 
is called practical accounting, if such a subdivision is preserved, 
can really be made practical and rational instead of unprac- 
tical and unreal as at present. 

With regard to a candidate’s administrative and executive 
ability, we think this a matter which can not properly be sub- 
mitted to the test of an examination. A man of sound jiidg- 
ment, who would instinctively avoid false steps in the disen- 
tanglement of a business complication, might be utterly at sea 
when confronted by a hypothetical problem and a piece of white 
paper on which he was required to state succinctly and clearly 
what policy would be the best adapted for its solution. There 
is only one way to tell whether a man can ride a bucking broncho, 
and only one way to find out whether a man possesses the tact, 
integrity, and firmness necessary to the successful management of 
a business. Character, disposition, temperament, nerve—these 
are things that can not be tested by either written or oral exam- 
inations. We hope, therefore, that in the future examiners will 
be content to test the applicant’s intellectual attainments, and 
make no effort to sound the mysterious depths of those God- 
given qualties which are embraced under the terms character 
and common sense. The fact may as well be recognized that a 
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man may possess all the intellectual qualifications necessary to 
attain the degree of C. P. A. and yet be an absolute failure as 
a practitioner. This is certainly the case with the law and with 
medicine, and we fail to see how it can be otherwise with 
accounting. 

The third point—the amount of practical experience which a 
candidate must have had—is an important one, but it may be 
considered entirely apart from the question of examinations. We 
will not discuss it at present, except to note that Mr. Cannon is 
not accurate in his statement that candidates must have had 
experience for at least one year in the office of a certified public 
accountant. The Regents require that he shall have had three 
years’ satisfactory experience in the practice of accounts, one of 
which shall have been in the office of an expert public account- 
ant, and it has been the custom to regard two years spent in a 
recognized school of accounting as equivalent to two years 
of practice, so that graduates of these schools are required to 
spend only one year in the office of an expert public accountant. 
We doubt very much if this rule should be changed. 

There is reason for believing that we shall see much improve- 
ment in the next few years in the character of the examination 
papers set for the C. P. A. degree. Accountants everywhere 
are very much interested in the subject, and members of the 
state boards of examiners, as evidenced by their organization 
in Atlantic City, are showing a disposition to get together and 
carefully consider the problem that is before them. It is quite 
possible that a uniform standard may be agreed upon by the 
examiners in all the states, and that a standard set of examination 
papers may be prepared for the use of the different boards. 
These examiners will not be long in discovering that examining, 
like teaching, is an art by itself, and that it can be learned only 
by conscientious and intelligent practice. Teachers are usually 
the best examiners, for their business gives them the necessary 
practice, yet many good teachers are notoriously poor in the 
preparation of examination papers and are incapable by tem- 
perament of justly rating answers. College students quickly 
discover faculty peculiarities. Of Professor So-and-So word is 
passed around that if you want a good mark you must be careful 
to agree with him on all disputed questions. Of another pro- 
fessor it will be rumored that he will not be satisfied unless long 
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answers are written and great attention given to detail. Another 
will be known to want short answers and care very little about 
agreement with his own opinions. The ideal examiner, of course, 
must have no hobby of his own, and must be prepared to recog- 
nize the results of intelligent effort, even though the conclusions 
may differ somewhat from his own. Ideal examiners and ideal 
writers of papers, needless to say, are rare men, and this is one 
of the reasons why the boards of examiners of the country 
should decide to adopt a standard paper, and then search among 
their members for the men best qualified by knowledge, tem- 
perament, and practice, to prepare the papers and rate the 
answers. 


One of the leading higher commercial schools of Japan has asked 
Tue JourRNAL oF ACCOUNTANCY to recommend a capable young account- 
ant—preferably a C. P. A., and a university graduate—as instructor in 
accountancy. The salary is good, and the position will probably prove 
desirable in other respects. Applications should be addressed to the editor. 


The action of the New York State Society of Certified Public Account- 
ants in recommending to the State Board of Regents that equivalent 
C. P. A. certificates of other States be accepted in New York will have 
a strong tendency, we trust, to bring about uniformity in C. P. A. 
standards. The Society has done well to emphasize the requirement of 
“the same degree of education and experience” as is called for in New 
York State. 





























The American Association Meeting. 

The Twenty-first Annual Meeting of the American Association of 
Public Accountants, at Atlantic City, October 20 to 22, 1908, proved to 
be the largest, and, in many respects, the most successful meeting yet 
held. Two hundred and thirty-five delegates, members, and guests of the 
association were in attendance, including over forty representatives of 
British and Canadian associations of accountants. The number and high 
standing of the foreign accountants present was perhaps the most note- 
worthy feature of the convention. It gave an opportunity for an informal 
exchange of views and for broadening and unifying the interests of 
English-speaking accountants that was highly appreciated. No doubt one 
result of this intercourse was to strengthen the important movement 
toward raising and making uniform the standards of examinations for 
accountants’ degrees. 

A new movement, which will work in the same direction, was the 
formation of a National organization of members of the State boards of 
C. P. A. examiners. The first meeting was held on Monday, October 19, 
and other meetings during the progress of the convention. It was thought 
desirable in order to promote an entirely frank discussion of the questions 
to be considered to hold the sessions behind closed doors. The principal 
result made public was the election of a standing Committee on Informa- 
tion and Advice, to receive suggestions, confer with examiners, and in 
general take action with a view to elevating and broadening the standards 
of C. P. A. examinations. The officers of the National organization are: 
president, H. A. Dunn, New York; vice-president, William A. Chase, 
Illinois; secretary and treasurer, Harry Treat Beers, Connecticut. 

Inasmuch as a detailed, official record of the proceedings of the con- 
vention will appear in a subsequent issue of THE JouRNAL OF 
AccoUNTANCY, a full report of all the business transacted is unnecessary 
at this time. Three of the State societies, Ohio, Louisiana and Georgia, 
reported the enactment of C. P. A. laws by their respective State legis- 
latures during the past year. Commenting on these laws the Committee 
on Legislation stated: 

“ They are all three alike in providing for the establishing of a Board 
of Examiners who shall conduct the examinations of applicants for the 
certificate, the Governor in each instance to appoint the Board. In 
Louisiana and Ohio the Board is to consist of persons ‘skilled in the 

ractice of accounting and actively engaged therein in the State,’ while 

in Georgia one member of the Board shall be a ‘practicing attorney in 
good standing.’ The Georgia Act requires that the ‘examiners shall be 
public accountants who have been in practice for at least five years.’ 

“ All three of the Acts vary from the Model C. P. A. Bili in defining 
the general educational qualifications expressed in the latter, Ohio being 
somewhat more explicit than the Model Act in its requirement that the 


applicant shall be ‘a graduate of a high school, or one who has received 
an equivalent education,’ while Louisiana left the whole determination of 
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the educational qualifications to the Board of Examiners under the 
eneral clause, empowering them to require of the applicant not only a 

owledge of the four technical subjects, but ‘such other branches of 
knowledge as the Board may deem necessary to maintain the highest 
standard of proficiency in the profession of Public Accounting.’ In 
Georgia, unfortunately, no general educational qualifications whatsoever 
seem to be required. 

“All three acts provide for the waiver, Georgia permitting the waiver 
to be extended to any person within or without the State who shall have 
been practicing for three years immediately preceding the passage of the 
Act, and who shall apply in writing within three months of such date; 
Ohio providing for a waiver term of six months for those who have 
‘practiced the profession of public accounting at least three years.’ 
Louisiana requires five years’ — active experience ‘as an accountant 
or bookkeeper,’ with a time limit of ninety (90) days after the passage 
of the Act. 

“ All three Acts provide for the reciprocity clause, extending to holders 
of certificates in other States the privilege of receiving a certificate from 
either of these three States, if the Board of Examiners shall so decide, 
Ohio, however, requiring that ‘the Board shall be satisfied that their 
standards and requirements for a certificate are substantially equivalent 
to those established by this Act.’ ; 

“All three Acts have a penalty clause declaring the wrongful use of 
the initials C. P. A. to be a misdemeanor subject to a fine, or, in the 
case of Louisiana, to a jail sentence. 

“Since the passage of the Act in Ohio the Board of Examiners have 
been endeavoring to obtain a judicial definition of the term ‘ Public 
Accountant’ and it is to be hoped that the Board may succeed in its 
purpose, and that the term may be defined in such a manner as to con- 
serve the best interests of the profession.” 

New university schools for the training of accountants were reported 
by four of the State societies, namely, Illinois, Colorado, Missouri and 
Minnesota. In all four States members of the association are actively 
engaged as instructors in accountancy. The various standing and special 
committees submitted reports, which were accepted by the convention with 
slight modifications, and will be printed in a subsequent issue. 

Papers of exceptional merit and interest were presented to the meet- 
ing as follows: 

“Railway Accounting in Its Relation to the Twentieth Section of the 
Act to Regulate Commerce,” by Professor Henry C. Adams and by Mr. 
Arthur W. Teele, C. P. A. 

“ Accounting Practice and Procedure,” by Mr. A. Lowes Dickinson, 
2. 

“The Accounting of Industrial Enterprises,” by Mr. William M. 
Lybrand, C. P. A. 

All of the papers were discussed as thoroughly as the time limits 
permitted. In view of the large number of the members who evinced 
a readiness to take part in the discussions, it would seem desirable in 
future meetings to arrange the program so as to allow for more time to 
be devoted to this purpose. 

The election of officers for the ensuing year resulted as follows: 

President, Mr. J. E. Sterrett, Pennsylvania; secretary, Mr. T. Cullen 
Roberts, New Jersey; treasurer, Mr. H. T. Westermann, Missouri; 
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trustees, Mr. E W. Sells, New York; Mr. Robert H. Montgomery, Penn- 
sylvania; Mr. Franklin Allen, New York; Mr. Harvey S. Chase, 
Massachusetts. 

The social features of the annual meeting included a complimentary 
luncheon, tendered by the Pennsylvania Institute, on Tuesday afternoon; 
a reception, tendered by the New York State Society, on Tuesday evening; 
a reception, given by the New Jersey State Society, on Wednesday after- 
noon; a special session for the purpose of meeting the representatives 
from foreign societies, on Wednesday evening; and the annual banquet, 
on Thursday evening. It goes without saying that all these occasions 
proved thoroughly enjoyable. 


State News. 
Kentucky. 


Expert public accountants of Louisville met in the rooms of the 
Commercial Club yesterday afternoon and perfected a State organization. 

After discussing ways and means, the accountants assembled decided 
to organize, which they did, by electing the following officers: Ben C. 
Waver, President; W. S. Parker, Sr., Vice-President; Charles Harris, 
Secretary; T. E. Turner, Treasurer; and T. E. Turner, L. Comingor and 
O. S. Meldrum, Board of Trustees. 

Application for a charter of incorporation will be made under the 
title of the Kentucky Association of Public Accountants, the name taken 
by the new organization. 

Besides the elected officers, all of the accountants present became 
members of the association —Lowuisville Herald, October 11, 1908. 


Georgia. 


The first examination held under the new “Certified Public Account- 
ants’ Act,” passed at the last session of the legislature, will be conducted 
in Atlanta, on November 25. Joel Hunter, of Atlanta, is the chairman of 
the board of examiners; Hudson Moore, of Atlanta, the attorney; and 
S. C. Cooper, of Atlanta, the secretary and treasurer. 
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University Training for Accountancy in 1908-1909. 


Tue JouRNAL oF AccouNTANCY has secured statements from the 
authorities of each of the American universities, in which considerable in- 
struction in accounting is given, with regard to the courses and enrollment 
this year. The statements are briefly summarized below: 


Harvard. 


Three graded one-year courses (each three hours per week) are 
offered. The elementary course, which is practically the philosophy of 
accounting, though announced as “Principles of Accounting,” has an 
enrollment of about one hundred and seventy-five men, among whom are 
all the members of the new Graduate School of Business Administration, 
except a few who have already had the course, a few students in the 
Law School and other graduate departments, and over one hundred and 
thirty college seniors. This course has been given for eight years with a 
steadily growing interest and attendance. It is open only to seniors and 
to graduates. 

In the second course, “ Practical Accounting,” there are five students, 
all of whom intend to become professional accountants. This course is 
given this year for the first time and was not announced until mid- 
summer. Many men now enrolled in the elementary course are preparing 
to enter “ Practical Accounting” next year. 

The third and most advanced course, “ Accounting Problems,” is 
announced, but not given, this year, inasmuch as no students are yet pre- 
pared for work of this grade. 


University of Vermont. 


Two courses in accounting, one elementary and one advanced, are 
offered. The number of students enrolled this year is somewhat smaller 
than in some previous years, but the interest manifested by those who are 
taking the work is quite satisfactory. Although the courses are regarded 
as technical, they draw a number of students whose studies are chiefly 
classical and literary. 


Dartmouth. 


Two courses, one elementary and one advanced, are offered in the 
Tuck School. As the courses are restricted to senior or graduate 
students the enrollment is small. The interest in such work, however, 
is satisfactory and growing. 
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New York University. 


The work in accounting proper consists of one first-year course 
through the year in “ Principles of Accounting”; one second-year course 
through the year in “ Accounting Practice” and four second-year courses, 
each running through a half-year, in “Cost Accounts,” Executors’ 
Accounts ”, “ Railroad Accounts ” and “ Investment Accounts”; two third- 
year courses through the year in “Advanced, Problems’; and in 
“ Auditing” and two third-year courses, each running through a half- 
year, in “ Corporation Accounts ” and in “ sian nitalaiteds aati ”., Each 
course meets two hours per week. , 

The number enrolled in the first-year course is “338. The average 
number in each of the second-year courses is 124; in each of the third- 
year courses, 83. 


University of Pennsylvania. 


The Wharton School of Finance has an enrollment this fall of 470 
men, against 430 last year. The increase has taken place in spite of an 
elevation of the entrance requirements for special and partial students. 
Four accounting courses, in addition to courses in allied subjects, such 
as business law, corporation finance, banking and credit, industrial man- 
agement, and the like, are offered. The director writes: 

“While I am unable to give the number of the men who are preparing 
for the profession of Accountancy I notice a very material increase in the 
number of inquiries for our courses in this line, which leads me to 
believe that the profession under the new educational conditions repre- 
sented by the State Board examinations in various states, is attracting a 
much larger number of well qualified men, and that the prestige of the 
profession should profit thereby.” 

Additional courses in accountancy are offered in the university’s even- 
ing school of accounts and finance. In this school the total enrollment is 
about 500. 


George Washington University. 


The course in “ General Accounting” (intended for beginners) has an 
enrollment of twenty students, which is lerger than in previous years. A 
new course in “Economics of Transportation”, in which about two 
months are devoted to railroad accounting under Prof. H. C. Adams, has 
fifteen students. 


Ohio State University. 


Two courses are offered: an elementary course ,entitled “ Accounting 
and Statistics,” which is a two hour course for three terms; and a course 
in “ Advanced Accounting and Auditing,” which is a three hour course 
for three terms. Another course offered is “ American Industries,” 
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which is closely related to the subject of accountancy. In the “ Elements 
of Accounting,” ten students are registered, and in advanced accounting 
there are four students. This is the third year the “ Elements of Account- 
ing” has been offered; and the second year for the course in advanced 
accounting. There seems to be a great deal of interest in this line of 
work, and it promises to develop ‘rapidly. 


Cincinnati College of Finance, Commerce and Accounts. 


The college offers this year two one-year courses, one in “ Theory and 
Practice of Accounting” and one in “ Advanced Accounting”. The first- 
named class numbers about thirty-five; the second, about fifteen. 


St. Louis City College of Law and Finance. 


Two courses are offered this year, one in “ Principles and Elements of 
Bookkeeping and Accounting” and the other in “ Advanced Accounting 
and Auditing”. The work is just being started and has aroused much 
interest. About forty students are enrolled in the beginning class. 


University of Illinois. 


The number of students registered in course 1, which runs through 
the year, is 47. There are 21 in each of the two second-year courses. 
This makes a total of 68 registered in the accountancy courses for the 
year. A third year course was also elected by a considerable number of 
junior students, but on account of pressure in the other courses the 
University was compelled to ask them to defer it until next year. 

There has been a considerable increase in the number of students 
registered in the courses in business administration, as a whole, about 
thirty per cent. over last year, the total being 191. This year a good 
many freshmen have expressed their intention of taking the four years’ 
course in accountancy, although no subjects in accountancy are open to 
freshmen. 

Northwestern University. 


The new evening School of Commerce of the University in Chicago 
has opened with a total enrollment of over two hundred, which is a 
remarkably good showing. Two one-year courses in accounting are 
offered. There are about eighty students in the “ Intermediate” course 
and about sixty in the “ Advanced ” course. 


University of Iowa. 


The one-year course in “Elements of Accounting” is attended by 
twenty-six students, almost all of whom are juniors or seniors in the 
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Editorial. 


College of Liberal Arts. A course in “Advanced Accounting” is 
announced, but is not given in 1908-09. These courses are regarded as 
only the beginning of what will ultimately be offered in the field of higher 
commercial education. 


University of Wisconsin. 


About seventy students are taking the sophomore course in 
“Elements of Accounting”; thirty-five are taking the junior course in 
“Theory and Practice of Accounting”; and thirty-two are taking the 
senior course in “ Advanced Accounting and Auditing”, the senior course 
in “ Business Organization and Management”, or both courses together. 
The interest in the advanced accounting work is very satisfactory and in 
this respect, as well as in numbers, there is a marked gain over previous 
years. 

University of Minnesota. 

The systematic training in accountancy is offered through two courses. 
“General Accounting” in the first semester will develop the basic theory 
and philosophy of accounts and give practice in numerous accounting 
sets taken from concerns in widely varying lines of business. “ Corporation 
Accounts ” in the second semester will cover the field of general corpora- 
tion accounts and will develop through class work systems of accounts 
for the local and general offices of banks, telegraph, express, and railroad 
companies, closing with an Interstate Commerce Commission report. The 
continued generosity of the Society of Public Accountants will enable 
additional special lectures to be offered frequently by experts in particular 
lines. 

Lively interest is being shown in the accounting work both at the 
university and in the communities of Minneapolis and Saint Paul. The 
general course, which was announced less than a week before the opening 
of the university has a large enrollment. The widely expressed goodwill 
of accountants and business men throughout the state promises vigorous 
growth and wide influence for the work. 


University of Denver. 


The new evening School of Commerce, Accounts and Finance of the 
university was opened on September 15. The Dean is J. B. Geijsbeek, 
C. P. A., and the school is primarily designed to give instruction in 
accounting. The enrollment in the beginning class in “ Practical 
Accounting” is about twenty. Several advanced courses are announced, 
but will not be given until students have been prepared to take advanced 
work. 


Consolidating these reports, we find that from 1,000 to 1,200 students 
are taking up for the first time this year a university course in elementary 
accounting. The number of students taking advanced work is probably 
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about 500. It would be interesting, but unfortunately is impracticable, to 
determine how many of these young men are preparing for public 
accountancy. It would perhaps not be far from correct to say that 75% of 
the beginning students and 50% of the advanced students take 
accounting as part of their general business training. This would still 
leave over 500 men who within the next three years will go out of the 
universities intent on becoming either corporation or public accountants. 
Fortunately for them the demand for trained accountants—particularly for 
factory and corporation accountants—seems to be growing with even 
greater rapidity than the supply. 

Nine years ago university work in accountancy was practically 
unknown; five years ago only Harvard, Dartmouth, the University of 
Pennsylvania and New York University had entered the field and the 
number of students was small; even last year there were probably not 
more than 600 entering students of accounting. It is evident that within 
the last twelve months there has been an extraordinary development in 
this line. 

In most universities an accounting course is still a novel and untried 
experiment. With the record of the last few years in mind, it seems 
dangerous to predict how far‘the movement will extend. 



































State Society News. 
New York. 


At the meeting of the State society, on November 9, 1908, the following 
resolution was moved and carried: 

Resotvep: “That the New York State Society of Certified Public 
Accountants respectfully recommends to the Honorable Board of 
Regents of the University of the State of New York, that provision be 
—_ for the issue of certificates without examination in certain cases, as 
ollows: 

Any citizen of the United States, who is a holder of a C. P. A. 
certificate from another state, who has been actually established in the 
practice of public accountancy for three years, one of which must have 
been in this State, upon his written application, indorsed by three 
certified public accountants of New York in active practice and good 
standing, and upon the recommendation of the Board of Examiners, 
may receive a certificate as a Certified Public Accountant of New York, 
provided that he is not less than 25 years of age and establishes to the 
satisfaction of the Board of Regents his possession of the same degree of 
education and experience as is required for the issue of a similar certifi- 
cate in this State. 


Colorado. 


The annual banquet of the Colorado Society was held on September 
29, 1908. A total membership of 58 was reported. Mr. George Wilkinson, 
of New Jersey, and Mr. Harvey S. Chase, of Massachusetts, were elected 
honorary members in recognition of the aid they gave in organizing the 
society. The following board of directors was elected: Alexander E 
Fowlie, John B. Geijsbeek, Joseph H. Kingwell, Thomas F. McGuire, 
Alvin V. Sampson, John S. Williams, Albert A. Miller and Hiram E. 
Hilts. 


Oregon. 


At a meeting last night of a number of the leading accountants of 
the city an organization, to be known as the Oregon State Society of 
Public Accountants, was formed. The following officers were elected: 
President, W. R. Mackenzie; Vice-President, J. J. Chambreau; Secre- 
tary and Treasurer, Arthur Berridge; Auditor, Alex C. Rae; Directors, 
J. W. Ferguson, E. H. Collis, William Whitfield, George T. Martin. 

The object of the society is to elevate the profession of public account- 
ing, and to unite all of the public accountants in the State in one organi- 
zation. It is also the purpose of the new body to procure state legislation 
covering the profession similar to that in force in Washington and 
California—Portland Oregonian, September 29, 1908. 
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Correspondence, 
Sinking Fund Accounts. 


To THE JOURNAL oF ACCOUNTANCY: 

The article in your October number by Mr. Walton on “ Sinking 
Funds and Reserve Accounts,” and your editorial comments on the same 
are of peculiar interest to the writer, for the reason that he has wasted 
a great deal of ink and paper in unsuccessful efforts to induce certain 
eastern professional accountants to accept the theory of the case so 
clearly expressed by Mr. Walton. 

Granting the truth of all that you have stated in your comments on 
this article, still it does not appear that Mr. Walton’s argument is 
refuted. 

It seems a great mistake for accountants to allow this subject to 
remain in its present obscure, uncertain condition. 

It is the belief of the writer that this condition has been brought 
about by the failure of accountants to properly occupy their own field, 
which through their lack of self assertion and clear thinking has been 
usurped by lawyers. Do we not find that the courts defer to physicians 
in matters of medical practice and do we not find the judiciary just as 
ready to listen to the accountant when he has any reasonable ground 
on which to base the faith that is in him? 

It would surely puzzle most of us to explain as an expert witness a 
reason for naming one account “sinking fund” and another “ sinking 
fund account,” meaning something entirely different. 

Because some lawyer who very likely knows much less of accounts 
than the average accountant does about law, happens to insert in a trust 
deed something in the nature of a definition of a “sinking fund” should 
we therefore adopt his definition, if contrary to accounting principles? 

To illustrate, a certain trust deed given to secure the payment of an 
issue of income bonds provides that interest not exceeding six per cent. 
shall be paid out of “net earnings.” Should we have construed this term 
in accordance with the custom of accountants, the company would have 
been forced into the hands of a receiver. But later in the same instru- 
ment “net earnings” are described substantially as the sum remaining 
of the gross incomes and receipts after all expenses, including all obliga- 
tions incurred for additions and betterments, taxes, sinking funds, inter- 
est on funded debt have been paid, as well as the entire floating debt 


of the company. _The company is saved from embarrassment to be sure, 
but what a definition of “net earnings”! . k 
Should we not construe sinking fund provisions in accordance with 


their intent, and in working out this intent and putting same into prac- 
tice, apply accounting principles thereto? 

How can a sinking fund be a fund at all and fail to be a sum of 
money set apart, for some specific purpose to be sure, but still an asset 
of the company and represented by a debit account? 
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Now if the sinking fund provision provides also (and this should 
not be presumed) that earnings should be reduced by this sum, even 
though it may seem absurd, let us carry out the agreement embodied 
in the trust deed and charge an equivalent amount against earnings creat- 
ing a credit account for which we may be obliged to invent a name, for 
to call it a reserve seems like a misnomer, and to call it “sinking fund 
account” would be worse yet. 

Yours truly, 
C. N. Hamstin. 

JAMESTOWN, Cat., Oct. 28, 1908. 


The Railroad Cost Accountant’s Functions. 
To THE JouRNAL oF ACCOUNTANCY: 


In Mr. H. C. Adams’ paper on Railway Accounts, presented at the 
convention at Atlantic City last month and published in the October 
JouRNAL, is a reference to the principles of cost amounting in connection 
with railway work. Mr. Adams states that “had the construction of a 
system of railway accounting been handed over to the cost accountant, the 
operating office would have fared badly indeed. * * *” 

In the preceding paragraph he comments on certain requirements of 
officers and heads of divisions “who desire to use accounts as a measure 
of efficiency, or as a whip to enforce discipline.” 

My conception of a proper system of cost accounts is that it should 
show absolutely every fact of value to the management, whether it be in a 
transportation company or a private wood-working manufactory. If cost 
accounts properly coupled up with the financial books do not show the 
“measure of efficiency” in any business, they are useless. 

As to being “a whip to enforce discipline,” any information obtainable 
as to the conduct of employees, whether contained in the accounts or 
otherwise, can be so used. The costs, if correctly arrived at, certainly 
reflect the degree of competence, and, if the results are good, the 
management may strictly draw the conclusion that discipline is being 
enforced. 

My belief, therefore, is that every feature of railway accounting 
wherein cost accounts are a factor, can be so treated by the competent 
cost accountant that the management can be supplied with all the facts, 
and that this need in no wise interfere with the results desired by the 
commission. And, furthermore, that the commission can, with the aid of 
men with the necessary accomplishments, introduce uniform cost reports 
to be taken from the books of the various roads, which will give the 
desired information without interfering in any way with the requirements 
of officials and heads of divisions. The operating officer requires details— 
the commission, totals. There really seems to be no difficulty in supplying 
both from the same set of accounts. A. G. Porter, C. P. A. 

Fiusuine, N. Y., Nov. 8, 1908. 
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Cc. P. A. Examinations. 


To Tue JourRNAL OF ACCOUNTANCY: 

There have been several articles lately in Tae JourNAL respecting 
C. P. A. examinations in the different states. 

I should like to see a board of examiners appointed from the Ameri- 
can Association, at their annual meeting, and the questions for each half 
yearly examination prepared by said board and printed in sufficient 
quantities to be sent to each city holding examinations on a given date. 
Arrangements could be made with the certified public accountants of the 
respective cities to superintend the examinations, the questions for each 
day being sent under seal of the board of examiners, to be opened before 
the candidates, and their papers being sealed before them, and fotwarded 
to the board by the C. P. A. in charge. This would insure a uniform 
standard throughout the States, and that standard would then be fixed 
by the authority most qualified to regulate same. 

I realize, however, that objections to this arrangement may be made 
by the State boards of the various States Many members of our State 
boards are eminently qualified to hold such office, but it is also probable 
that others hold such office by political appointment, and are utterly 
incapable of fulfilling the duties of such a position, and while such men 
have the power to grant C. P. A. certificates, the profession can not 
expect to command the confidence of the public which is so necessary for 
its future advancement. 

Yours very truly, 
“ ACCOUNTANT.” 


Louisiana. 


Mr. Charles E. Wermuth, who is one of the new State board of 
accountants, said to-day that the probabilities are the board will not con- 
duct an examination before 1909. The law provides for at least one 
examination a year, but as the rules and regulations must be framed, it 
will require time to get into working order.—New Orleans Item, Sep- 
tember 30, 1908. 


Luttrelle C. Rice, public accountant and auditor, announces the opening 
of an office at 1012 James Building, Chattanooga, Tennessee. 




















Legal Department. 


Edited by CHARLES W. GERSTENBERG, 
Pu. B., LL. B. 


Some Suggestions for Withdrawing Partners. 


It is an old and established rule that the members of a partnership 
can not convert a firm debt into a separate debt of one of their members 
without a contract to that effect with the creditor; accordingly, if a firm 
is dissolved and its members agree that one shali take the assets in consid- 
eration of his assuming and paying its debts, this agreement does not 
discharge the retiring partner from liability to firm creditors; but a 
retiring partner may be discharged from any existing liabilities by an 
agreement to that effect between himself, as one party, and the members 
of the firm as newly constituted, or the individual, association, or corpora- 
tion carrying on the business, as the second party, and the creditors as 
third party; and this agreement may be expressed either orally or in 
writing, or may be inferred as a fact from the course of dealing between 
the creditors and the firm as newly constituted. The agreement to sub- 
stitute the obligation of the successor to the old partnership for the joint 
and several obligation of the old partners need have no further considera- 
tion to support it, to make it binding as a contract upon the creditors, 
than the mere promise of the successor or successors to assume the 
liability. It may be noticed, therefore, that there is no possible way of 
withdrawing from the firm and escaping liability for its debts except by 
a contract express or implied to which the creditors are a party. An 
agreement with the remaining partner to relieve the retiring partner from 
liability is binding on the remaining partner only, and such a contract is 
no better than the word of the remaining partner, plus his ability to 
perform his obligations .o the creditors. In case a contract is made 
between the partners that one shall pay the firm debts upon taking the 
firm assets, the relation of principal and surety is created between the 
purchasing and selling partners. It will be necessary, however, for the 
retiring partner to give due notice to all the firm creditors. Now, the 
retiring partner’s position as surety differs from that of an ordinary 
surety in this, that he can not compel the creditors to sue the remaining 
partner. (If he were in the position ofan ordinary surety he could 
demand the creditors to sue at once, and if they did not proceed he 
would be discharged by their neglect to go ahead promptly.) 

But the retiring partner would be discharged from all liability if the 
remaining partner assumed the liability, if the creditors had been given 
notice of this fact, and if the creditors did one of the following acts: 
1. Extended time for payment of the debts by making a valid agreement 
with the assuming partner, such as, for instance, accepting his note, 
which act would prevent the creditors from suing until the note came due 
(a mere verbal promise from the creditors to extend time for payment 
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without a valuable consideration for the promise would not constitute a 
valid contract and therefore would not operate to discharge the retiring 
partner); 2. Voluntarily compromised the debt of the old firm; 3. 
Released securities of the old firm held by the creditors. Of course, any 
one of these acts committed by one creditor will affect his claim only, 
and the claims of the other creditors against the retiring partners will 
still be enforceable. 

It will be seen, therefore, that the retiring partner must have the 
consent of the creditors before he can discharge himself of the firm’s 
liabilities. This consent may be expressed or may be implied from the 
acts of the partner, such acts, being, for example, the compromise of 
claims with the assuming partner. 

Now, if it is impossible or inexpedient to get the consent of the 
creditors the retiring partner may secure his discharge by securing the 
performance of the promise of the remaining partner to pay the debts of 
the firm. This can be done in any one of the following ways: 

1. By paying the creditors immediately by a loan made to the assuming 
partner, on which loan the latter solely will be liable. 

2. By placing in the possession of the retiring partner securities, such 
as a mortgage on personalty or realty, conditioned on the full payment of 
the firm debts by the remaining partner on or before a specified time. 
(This method is recommended where the remaining partner has all his 
property in the name of another person, for example, his wife.) 

3. By procuring an indemnity bond of a company, individual or group 
of individuals, who have power to give such a bond, or by any agreement 
of guaranty or suretyship. For example, a note may be made out to the 
firm by the assuming partner payable, say, in six months, or on demand 
(or at any time at the expiration of which it is fair to assume that the 
debts should be paid). This note then should be endorsed by one or more 
responsible parties or signed by them as surety, or they should guarantee 
its payment. Of course, care must be taken to see that these parties 
shall be properly bound. At maturity, the note could be sued upon if the 
debts were not paid, or in case a demand note were given, demand could 
be made at any time the creditors actively pushed their claim. If such 
a note were given, and its existence were brought to the attention of 
impatient creditors, the very fact of its existence might be enough to 


avoid a crisis. 


Notes of Recent Cases. 


Compensation of Unlicensed Accountants. 

The Appellate Division of the First Department of the State of New 
York has handed down two decisions which, while not bearing directly 
on the profession of the accountant, are of interest as indications of 
what the Court would say were an accountant who had not complied with 
Chapter 312 of the Laws of 1806 to sue for the recovery of a fee. The 
first case is that of Prope vs. CHRISTIAN, reported in volume 122 of the 
Appellate Division Reports at page 842, in which the Court declined to 


62 





























Legal Department. 


lay down a hard and fast rule as to what acts constitute the practice of 
medicine. The Court has usually held in similar cases where it has been 
sought to charge a person with carrying on a profession in violation of 
the statute requiring as a condition precedent, the procuring of a license 
that the question was one for the jury—SmitrH vs. Lane, 24 Hun, 31. 
In most jurisdictions it would be necessary for the licensee, be he 
physician, auctioneer, or accountant, to prove in an action for his fee that 
he had procured his license. In New York State there is a presumption 
that a license has been procured until the contrary is shown. McPHERSON 
vs. CHESDELL, 24 Wend. 15; THomson vs. Sayre, 1 Denio 175. See contra 
Apams vs, Stuart, 5 Harr. (Delaware) 144. 

The statutes of some states make the procuring of a license an unquali- 
fied condition precedent to the recovery of a fee. In most other juris- 
dictions the courts have held to the same effect. Fox vs. Dickson, 34 
New York State Reporter 710. 

The other case to which we referred at the beginning of these notes is 
that of Fox vs. Smit, 123 Appellate Division 369, in which it was held 
that an individual who without a license, undertakes for hire to act as a 
private detective for the purpose of securing evidence is not entitled to 
recover his disbursements or the agreed price of the services rendered, 
notwithstanding the fact that the plaintiff was not conducting a regular 
business, but was suing for the services rendered in a single instance. 
This case is a close one and can hardly be reconciled with Smit vs. LANE 
above referred to. The Court was divided three against two and the 
prevailing opinion was based upon the fact that the Court took judicial 
notice of the fact that many private detectives, especially those who were 
not thoroughly established and had no reputation to lose, were apt to be 
“dishonest and dishonorable persons” who “have been quite unable or 
unwilling to resist the temptation to resort to perjury and blackmailing.” 

Were the question to arise involving the right of a public accountant, 
who had not complied with the statute, to collect his fee, it is very 
probable that the Court would follow the line of decisions laid down in 
connection with physicians and surgeons. 

It may be well by way of conclusion to state that where a license 
employs a student to render services the licensee may recover for those 
services although the actual person rendering the services is not yet 
qualified under the statute. PropLe vs. Monrog, 4 Wend. 200. 
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Current Magazine Articles. 


Pastures New. 


A fresh field for young men of ability is being opened up. The certi- 
fied public accountants of this country and of Great Britain and 
Canada met in convention a few days ago at Atlantic City. There were 
London worthies, with huge jeweled seals hung round their necks, as 
though they were going to a Lord Mayor’s banquet—typical “ City” men, 
these, as Thackeray might have drawn them, rather proud of their lack 
of vacations, proud that their clerks feared the business would go to the 
bow-wows when the “governor” was away, convinced that the good old 
English employee is degenerating under the present-day love of ease and 
amusements. There were men from Edinburgh and Dundee. The Scots 
are great accountants, and it was in Scotland some fifty years ago that 
accounting as a profession was first established. And there were men 
from Montreal and Toronto, and Nova Scotia, and all over the United 
States. Accounting as a profession, like doctoring or engineering, began 
in this country in 1896, when New York State passed a law compelling 
all public accountants to pass a Regents’ examination and receive proper 
certification before they could practice as “C. P. A.’s.” The growth of 
the profession has followed the growth of corporations and holding com- 
panies. It is the business of these painstaking and meticulous gentlemen 
to unravel and set in order the complexities which such businesses 
produce. They will take a business which your grandfather set on its 
feet, and which you and his other decadent descendants are mismanaging, 
find out just where the dry-rot lies, and put the house in order. It is 
uncomfortable for you, but good for the business. They will sift and 
systematize anything, from a household account to the budget of a 
government. Theirs is a profession worth the consideration of young 
men with a turn for mathematics.—Collier’s Weekly, November 5, 1908. 


A Field for Young Men. 


Young men who are determining upon a livelihood had better look 
into the possibilities of public accounting. Private business firms need 
increasingly the services of certified accountants, who may obtain their 
degrees from the State, by passing examinations prescribed by the Board 
of Regents. They are needed to go over the books, detect antiquated 
methods and systems, and substitute therefor more modern and accurate 
business devices. As corporations grow, these complexities become more 
insistent of unraveling and reform. 

So likewise in municipal accounting. Mr. William H. Allen recently 
stated in THe JourNAL or AccouNTANCY that one thousand efficient 


64 























Current Magazine Articles. 


young men were wanted immediately to perform the well paid duties of 
analyzing the business systems of cities. Controller Metz complained 
the other day that this city’s bills and salary lists were not properly 
audited; that “the system is bad, and we haven’t enough men. Until we 
get enough men, the city will continue to be cheated out of thousands of 
dollars every year.” Mayor Hibbard, of Boston, undertook this week 
a radical reform in making up the annual budget for that city; his chief 
difficulty will lie in the dearth of efficient accountants. The cities of 
Louisville, Newark, New Rochelle, Holyoke—in fact, according to Mr. 
Allen, “over half the cities in the United States”—are now demanding 
expert leadership in business methods, so as tc prevent extravagance 
and fraud. 

The disposition that is manifest in all departments of public and 
private affairs to analyze improper and wasteful methods, and to supplant 
them, is not the least hopeful sign of our times. In this work young men 
of ability will take an important part—New York Times, Novem- 


ber 7, 1908. 
Borrowers Must File Statements. 


The agreement that is under negotiation between banks of New York 
and Chicago—and which presumably will spread to other cities—to refuse 
loans to all firms and corporations not willing to file a complete statement 
of their condition, indorsed by an independent certified public accountant, 
is attracting much attention in commercial paper circles here. Some of 
the Western banks, it is understood, a~e desirous even of discriminating 
against the commercial paper brokers, and place in effect as far as possible 
the Canadian idea of customers borrowing direct from their own banks, 
with whom they keep accounts. This idea is not likely to receive much 
support in New York, however, as the commercial paper brokers are very 
close to the New York banks and are considered necessary adjuncts for 
business. 

The large banks regard the time quite opportune for starting a demand 
for statements. The failure of Booth & Co., of Chicago, and the Pillsbury 
Mills of Minneapolis has spread much nervousness as well as for them 
large losses among the country banks. Large concerns, who by their 
facilities for borrowing in country banks have been more or less inde- 
pendent of the banks in the larger cities, are beginning to feel the effects 
of the scare among the smaller institutions, and in one instance it is 
known a formal loan will soon be issued to meet the new conditions. 

So far as the New York banks are concerned the statements that are 


desired are independent ones prepared on forms agreed upon by the New 


York State Bankers ‘Association. A copy of the desired form appeared in 
these columns last Friday. It is also desired that the statement be indorsed 
by some of the well known firms of certified public accountants. Some 
of the Western banks suggest that the indorsement of companies making 
a business of auditing be made acceptable, but there appears in certain 
quarters a distinct antipathy to the auditing by these companies. The 


65 











RICE ae a ig itt 


a 


worm gS at em 


The Journal of Accountancy. 


antagonism, as explained by a well known bank officer yesterday, is quite 
as pronounced among the large concerns whose accounts are to be thus 
independently audited as it is among lenders. The large industrial con- 
cerns place a very high value upon their “secrets” of manufacture and 
what they regard as the confidential part of their business generally. The 
class of employees sent by some of these auditing companies is, it is con- 
tended, such as certainly not to inspire confidence, some very young men 
having, it was stated, been sent in some instances on important branches 
of work. While their work may be regarded as routine, it has neverthe- 
less been considered as raising the possibility that an immature 
“accountant” of this character may not recognize the necessity of keeping 
inviolable the affairs of the concerns that may come to their notice. 

Another objection on the part of the large concerns to the preparation 
of their statements by auditing companies is, it is said, the prominence of 
large financiers, their own competitors, on the boards of these auditing 
companies. The claim is, of course, made that the directors of any of the 
auditing companies are in no way concerned in the practical details of 
their company’s work, and that the leakage of any details of any company 
under examination is an impossibility. The explanation does not, it is 
argued, convince the managers ot the companies under examination that 
any special difector could not without difficulty learn their trade secrets if 
a desire existed to do so. 

On the other hand, bank officers and other lenders would in many 
instances prefer statements prepared by individual accountants of known 
reputation rather than the “ young men,” as they call them, of the auditing 
companies. 

So far as certified public accountants are concerned there can be no 
question, it is asserted, that a scarcity in the supply does exist in and 
about New York. This is ascribed to the operation of the Public 
Accountant Law, which was enacted as far back as 1896. By that law all 
certified accountants were allowed to continue in practice, but distinct 
handicaps were placed: upon any increase after the law went into operation. 
The use of the abbreviations C. P. A., or any other words, letters, or 
figures to indicate that the person using the same is a certified public 
accountant, is prohibited except for those holding Regents’ Certified Public 
Accountant certificates. The interpretation of the law is in the hands of 
the Regents of the New York State University, who makes rules for the 
examination of persons applying for certificates under the act, and appoint 
a board of three examiners for the purpose. This board consists of three 
certified public accountants, and the contention in some quarters is that 
the restrictions in the form of severe and complicated examinations are 
such that more or less of a monopoly exists in the profession of public 
accountancy at the present time.—Journal of Commerce (N. Y.), October 
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THE PHILOSOPHY OF ACCOUNTS. By Charles E. Sprague. New York. 
The author. 1908. xx, 8°. ix + 161pp. Price, $3.00. 


To outline in these pages the contents of Colonel Sprague’s 
Philosophy of Accounts is needless, for the readers of the JouRNAL OF 
ACCOUNTANCY are already familiar with the work; to criticise it is 
indeed a difficult task, for the author has so combined scholarly 
erudition, philosophic insight and practical experience as to disarm any 
reviewer. There remains therefore only the pleasant, though somewhat 
superfluous task of paying tribute to the masterly little treatise, with 
which no other American work can properly even be compared, with 
which even the wide literature of Germany can furnish but few rivals. 

Despite its forbidding and somewhat misleading title Colonel Sprague’s 
work is of great practical value, not only in the sense that any sane 
exposition of theory has practical value but because it contains much 
more than a theory of accounts, at least half the book being made up 
of suggestions based on the author’s own experience in accounting 
practice. 

American works on accounting and bookkeeping have almost without 
exception been mere practical manuals, not scientific or theoretical 
treatises. Yet even in these practical handbooks occasionally gleams a 
theory of double entry bookkeeping. But most of these follow the 
same model, and the theory that has been steadfastly presented has not 
only been fragmentary but misleading and valueless. The present author 
has broken with the line of theory traditional with American writers, 
and agrees in general, although not in detail, with that current in 
Germany and known as the theory of Hiigli and Schier. 


The conventional explanation of the theory of accounting is to treat 
each account as though it represented an actual relationship of debtor 
and creditor, carrying out the principle by a forced and unnatural 
personification. Connected with this has been the formulation of a rule 
of thumb for debiting and crediting, which in its most extreme form 
appears in the common formula “ Debit all that comes in and credit all 
that goes out.” In this treatise the author rejects the principle that 
there is in all cases a debtor—either assumed or real—and shows that 
the various accounts, instead of uniformly presenting the single relation- 
ship of debtor and creditor, are essentially different in their nature 
and are to be divided into contrasting groups. With this understanding 
of the nature of the accounts the uniform formula for debiting and 
crediting of course fails, and the author clearly shows that “debit” 
has an altogether different meaning in one set of accounts from what 
it has in another. 
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The system of classifying accounts differs too from the traditional 
one. For some strange reason most American texts have clung to the 
antique and illogical classification of accounts as “real, personal and 
fictitious.” This is abandoned in favor of two groups: Specific 
Accounts (that is those indicating assets and liabilities), and Proprie- 
torship Accounts. But unfortunately the author’s terminology is not 
entirely clear, for he introduces occasionally the phrase “basic 
accounts” as including cash and merchandise, without clearly defining 
the term, nor showing how these accounts fit into his general scheme 
of classification. There is also a little vagueness, although no real 
contradiction in the use of the term “economic accounts,” it being at 
times uncertain whether these are or are not proprietorship accounts. 
The author also classifies accounts as exterior and interior but this is 
merely a variation in nomenclature and corresponds in lines of cleavage 
with the original division into specific and proprietorship accounts. 

Even so lucid an exposition of theory as that given by Colonel Sprague 
must contain points which seem less clearly and felicitously put. But 
these are points of minor detail, generally mere matters of questionable 
expression which in no way affect the argument, or the soundness of the 
author’s theses. Such infelicities occur where the author speaks of 
outlay as in every case implying service received, which may be true 
where there is an outlay for expense but it is not where a pure loss is 
concerned. Again the distinction between the two sides of the balance 
sheet that “the credit side gives the distribution not of actual assets 
but of the value” is unsatisfactory, for in any case every account, on 
either side, deals only with its value. The statement that “the right 
hand side of the balance sheet is entirely composed of claims against or 
rights over the left hand side” while capable of correct interpretation 
is apparently too close an approach to the personalistic theory rejected 
by the author. And, finally, the author’s discussion of the so-called 
materialistic and personalistic schools hardly does justice to the point at 
issue. The schools are divided not so much on the question as to 
whether assets are things or rights against persons as they are on the 
treatment of the proprietorship and economic accounts. The real 
dispute is as to whether these too are to be treated as representing an 
assumed debt relationship, or whether the specific and proprietorship 
accounts are two distinct groups of accounts (Kontenriehen) each with 
a distinct significance and distinguished by having the positive and 
negative sides reversed. 

Turning to the more practical portion of the book it would be 
invidious to select particular section as being especially meritorious, for 
each chapter, whether dealing with the history and use of the journal, 
the description of posting mediums, the prevention and detection of 
errors, or other topics of practical importance, is lucidly written and both 
scholarly and suggestive. The monographs on the cash account and the 
merchandise account are also so valuable that one can not but regret 
that the author altered his original plan of treating in detail all the 
principal forms of accounts. 
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A most valuable feature of the book is the emphasis placed on the 
relativity of accounting forms. In many texts on accounting the 
student is told that some transaction must be recorded in a certain way, 
that particular books are to be used, that certain forms are to be 
observed. If for nothing else the present work has done a service in 
showing that accounting forms are not fixed and absolute; that “they 
may be deviated from when anything is to be gained.” A most refreshing 
contrast to the rigid prescriptions which so frequently mar accounting 
treatises is the author’s statement that the propriety of using a par- 
ticular account “depends on personal and administrative considerations, 
theoretically either procedure is correct,” or again: “It is not necessary 
that a trial balance or a balance sheet should always be two-sided.” 

H. R. H. 


ACCOUNTING AND BANKING. By Alfred Nixon, F. C. A., F.S. A. A. 
assisted by J. H. Stagg. London. New York. Longmans, Green & 
Company. 1907. 8°. xi + 472 pp. Price, $3.00. ~ 

This work by the principal of the Manchester Municipal School of 
Commerce covers widely divergent topics. These include: practical direc- 
tions as to method of procedure in auditing accounts; instruction as to 
the technical entries to be made in complicated transactions such as those 
relating to partnership organization and dissolution, joint stock companies, 
sinking funds, etc.; outlines of systems of accounts adapted to particular 
institutions, such as banks, societies, insurance companies, and building 
associations; a resumé of the legal provisions regarding the income tax, 
bankruptcy, executorship, etc.; and description of operations in banking 
and foreign exchange. 

The work is of less interest to American accountants because so much 
of the space is given up to details of English law. This applies not merely 
to the chapters specifically treating of legal matters, as that on the income 
tax, but also to those describing particular systems of accounts. These 
too contain more reference to the specific forms obligatory under British 
law than discussion of the accounting principles involved. 

This indicates at once the merit and the defect of the book. The merit 
in that it doubtless serves well its purpose as a text for detailed instruc- 
tion; the defect in that it is of a local rather than general interest, and 
an interest in details and forms rather than in principles. 

The treatment of partnership accounts though fragmentary is well 
done. In particular may be mentioned the exposition of the methods of 
accounting demanded by the decision in GARNER vs. Murray, a point on 
which there has been much confusion, and one in which even Dicksee 
failed rightly to interpret into accounting terms the decision of the 
Court. It may be noted that the solution of the problem (relating to the 
treatment of a claim against an insolvent partner) which the author, in 
opposition to the opinion in GARNER vs. Murray, upholds as theorically 
correct, is supported by decisions in our state courts, as for example in 
RayMonp vs. Putnam (44 N. H., 160) and in Wurrcoms vs. CoNVERSE 
(119 Mass., 301.) 
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Interesting is the author’s contribution to the vexed question of 
momenclature regarding “reserves”. He suggests that a credit account 
designed to cover recognized depreciation or other similar allowances 
should be called “ Provision for depreciation, etc.,” rather than “ Reserve”. 
The latter term he limits to a reservation of actual profits, and “ reserve 
fund” to a reserve for which the assets side of the balance sheet shows a 
special investment. 

Of interest, too, is the chapter on statistical returns in which is 
emphasized the value to accountants of diagrammatic representations. 
But the descriptive chapters on banking and foreign exchange, at best 
somewhat out of place in a work on accounting, are of less value and 
unhappily not free from errors in detail. 

An appendix contains the revised form of Table A of the Com- 
panies’ Acts as promulgated by the Board of Trade in 106, and each 
chapter is followed by a series of questions and problems suitable for 
the use of students. Henry Ranp Hatrievp. 


ELECTRICAL CONTRACTING. By Louis J. Auerbach. New York 
McGraw Publishing Company. 6+155 pages. 8vo. Price, $2.00. 
The subtitle of this volume reads, “Shop system, estimating, wiring 
construction methods, and hints on getting business.” On the technical 
side, the book is a popular treatise for the use of wiremen and contractors, 
and as such does not differ materially from other books of its kind. It 
notices some new devices, for instance those adapted for use in the 
recent type of concrete buildings. 

The chief claim of the book, however, to the attention of its readers 
is its very good suggestions as to business methods and legitimate means 
of increasing profits and getting trade. In this direction it is of benefit 
not only to the contractor but to his customer as well. It is a pity that 
the little work of some 150 pages does not contain more of such excellent 
material and less of the stock rules of the wireman’s trade. J. L. A. 


THE ECONOMIC POLICY OF ROBERT WALPOLE. By Morris A. Brisco, 
Ph.D. Columbia University Press. Macmillan Co., Agents. New 
York. 1907. 

The period during which Walpole controlled the policies of England 
has been often and fully covered from the point of view of the political 
historian, but the economic policies of his time have been, heretofore, 
neglected. Dr. Brisco has given us a clear understanding of the latter, 
by arranging in a chronological form the economic facts of the period, 
and presenting the theories which were an outgrowth of the discussions 
over the excise. To the historian belonging to the recent past, the age 
of Walpole presents little to chronicle, but it is during these times of 
least political excitement that economic growth and industrial change are 
most active. The author has grasped the significance of this, and has 
shown how the economic affairs of a nation constantly react upon its 
political growth. 
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The following chapter headings will indicate the scope of the work, 
although a list of the sub-topics treated would be necessary to give any 
real idea as to the application which the author makes of his material. 
The chapters are as follows: “Robert Walpole,” “The Man,” “ Fiscal 
Policy,” “ Reform in Taxation,” “ Reforms in the Tariff,” “ Bounties and 
Colonial Policy,” “Industrial Policy,” “Foreign Trade,” “ England’s 
Debt to Walpole.” 

The student of business methods as applied to the government of a 
great nation will find much that will throw light upon modern adminis- 
trative policies and methods by a study of English economic policies when 
that nation was just entering upon the plane of modern political organi- 
zation. 

THE STATE AND THE FARMER. By L. H. Bailey. The Macmillan 
Company. New York. 1908. 176 Pages. Price $1.25, net. 

Government interference may be divided into two kinds—general and 
specific. In the first division are the questions of taxation, fundamental 
laws, etc. In the second division are questions pertaining to any par- 
ticular class, such as agricultural education, regulation of diseases of 
live stock, etc. The author confines himself in this volume to a dis- 
cussion of the second class of governmental interference. He bases the 
nature of and the necessity for such interference upon the status of the 
rural industries at any particular time. This status has been conditioned 
by what he calls “three great shifts,’—the shift in geography, in methods 
of practice, and in institutions. 

In part two of the book, the author gives special attention to the 
methods which ought to be pursued in aid of the agricultural interests. 
Many of these are suggestive. “Every farming community,” he says 
“should have a board of trade, holding regular meetings in a regular 
place.” Mr. Bailey sees the largest opportunity for State help in the 
field of organizing and assisting a system of co-operation among agri- 
cultural groups. In looking at the necessity for working together in order 
to avoid waste of effort the author seems to lose sight of the dangers 
which this method would lead to if followed to its logical conclusion. “ To 
assemble, direct, strengthen, to make effective the native co-operating 
expressions of the people, is an office the results of which are beyond all 
imagination.” No doubt! But the result might not be in harmony with 
the author’s image. 

One can not commend too highly the spirit of this book. The author 
writes with a sympathy which is rare. combined with a thorough 
knowledge of his subject. All these qualities have the effect, not only of 
impressing upon the reader’s memory much useful information, but cf 
changing his point of view. 
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Conpuctep BY Leo GrEENDLINGER, M. C. S. 


Below are given fifteen questions, with answers, on each of the follow- 
ing subjects: Theory of accounts, auditing, and commercial law. The 
questions are selected from New York, Pennsylvania, Michigan, Mary- 
land, Illinois, Florida, Washington, California and English papers of 
1907 and 1908. 

QUESTIONS IN THEORY OF ACCOUNTS. 


(1) A corporation has an issue of preferred stock entitled to cumu- 
lative dividends of 7% a year. The dividend payments are in arrear. 
Should the arrears of dividends appear on the balance sheet, and if so, 
how should they be stated? 

(2) How should inventories be treated in closing the ledger at the 
end of a fiscal year? Is the common practice of adding the inventory of 
goods on hand to the credit side of a merchandise account theoretically 
correct? Explain fully. 

(3) In case a manufacturing company having purchased a large stock 
of material during the year at low prices, but at time of annual in- 
ventory values had increased. How in your opinion should the inventory 
be valued, at cost or prevailing market price? 

(4) State in the form of journal entries the following transactions: 

(a) Installment notes given on purchase of real estate, the face of said 
notes including interest charges up to maturity of the notes. 

(+) Loss by fire of buildings, fixtures, and merchandise; loss sustained 

by owner over and above the insurance carried and the amounts due 

and collected from the insurance companies. 

(c) Increase in valuation of real estate. 

(d) Note of a customer returned with a protest charge from the bank 
where it had been left for collection. 

(5) A merchant who has been in business for twenty years decides to 
put a valuation on the goodwill of his business and carry same as an asset 
on his ledger, the entry being to charge goodwill and credit surplus. An- 
other merchant five years later buys the entire business including the 
goodwill, and after making a careful inventory finds that the actual net 
resources exclusive of goodwill, amount to $5,000.00 less than the sum he 
paid for it. 

Discuss the subject of goodwill in respect to the above cases, and state 
the correct manner of dealing with same. 

(6) Describe the use and operation of a Clearing House. 

(7) What is meant by the term “Hire Agreement”? Is there any 
difference between a © Hire Agreement” and a “Hire and Purchase 
Agreement”? 

(8) Differentiate between consignments, adventures, and joint accounts. 
How should consignments received, to be realized for and on behalf of 
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another, be best treated? How should the manager treat joint trans- 
actions tn his books? 

(9) Into how many classes are the expenses of a manufacturing es- 
tablishment usuaily divided? Name 5 sub-classifications of each class of 
expenditures. 

(10) What are the distinguishing featuies of a 

Mortgage Bond 
Collateral Trust Bond 
Income Bonds 

(11) Describe the usual methed of procedure in determining the net 
profit or loss of a ousiness the books being kept by: 
(a) Single entry. 

(&) Double entry. 

(12) What general principles should be observed in differentiating 
between capital and revenue expenditure? 

(13) What differences in books and accounts would exist between a 
partnership and an incorporated company carrying on a similar business? 

(14) Rule a form of cash book suitable for a charitable institution. 

(15) What is meant by the term “ depreciation”? Give three examples 
of its application. 

ANSWERS: 

(1) The arrears of dividends should not appear among the liabilities 
of the balance sheet. A corporation’s liability for dividends on preferred 
cumulative stock is contingent on their being earned, but not against the 
assets of the company. It is, however, advisable that the attention be 
drawn by a foot note in the balance sheet. This procedure is adhered to 
in order to protect prospective common stock purchasers, who, by a 
suppression of such facts, may find themselves at a disadvantage. 

(2) By opening an account merchandise or merchandise inventory and 
debiting to this account all goods on hand. Theoretically, this practice 
is incorrect, for as Professor Sprague states in his “ Philosophy of Ac- 
counts ’: 

An Account which needs to be made over is one which ought to have 
been made differently at first. 

If we add the inventory to the credit side of what we call “ Merchandise 
Account” we are mixing different elements into one mass, and have to 
rearrange things to get at the result. 

The modern practice is to separate the merchandise account into three: 
Merchandise (inventory), sales, and purchases. 

The arrangement would be to debit the merchandise (inventory) ac- 
count for balance of merchandise on hand at the beginning of the period. 
Purchases made and returns by us would be respectively debited or cred- 
ited to this section (Purchase Acc’t.) Sales made and returns to us 
would be respectively credited or debited to the Sales Account. The 
purchase account would then be closed into the merchandise (inventory) 
account, leaving only two accounts, merchandise (inventory) and sales. 
By subtracting from the debit side of the merchandise account the 
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inventory on hand we arrive at the cost of goods sold. This merchandise 

account we then close by journal entry Sales Mdse. The debit side of 

the sales account contains then the actual net cost of goods sold, while 
the credit side contains net proceeds of sales, the difference representing 
the profit made. (Advocated by Prof. Sprague.) 

(3) In the first place we must distinguish between valuing an inventory 
for the purpose of finding its value as an asset, and the valuing of it, for 
the purpose of showing profits made or loss sustained. 

It is wrong in principle to value it at market price as it interferes with 
the correct showing of the profit and loss account. If we take the in- 
ventory for any reason, not for the purpose of rendering a correct profit 
and loss account, we are at liberty to use either form, cost or market 
value, but when we take inventory for the purpose of ascertaining the cost 
of sales, for the purpose of showing a correct profit and loss account, 
we must figure it at cost price only. 

(4) 

(a) Real Estate 
Interest payable 

To Notes Payable 
(with proper and sufficient explanation) 
(b) Cash 
To Buildings 
Fixtures 
Merchandise (sales) 
(with proper and sufficient explanation) 

(c) Increase in valuation should not be taken into consideration at all. 
Sometimes, however, the increase is of a permanent nature, and not 
desiring to have a secret reserve it is shown. In such case the entry 
should be: 

Real Estate 
To Reserve (of some nature) 
It is not advisable to credit it to the surplus account. 

(d) Notes Receivable Discounted 
Customer 

To Cash 
(with proper explanation) 
or 
Customer 
To Cash 

When contingent liabilities are recorded and shown on the books the 

former method is used with advantage. 

(5) The absurdity of the first instance is perhaps well illustrated in 
the case of STEwart v. GLADSTONE where the presiding Justice decided that 
the clause “all particulars that might be susceptible of valuation should be 
stated in the arnual accounts” does not comprise goodwill. This intangi- 
ble asset has only a value when the business is sold. 

With regard to the other case, where the merchant overpaid for the 
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goodwill, the sum which he overpaid is to be written off. This may be 
done in one sum or distributed for a period of say, two or three years. 

(6) The Clearing House, through its connection with other clearing 
houses, unites all une banks of the city and of the country into one bank. 
By means of the clearing houses and the check system the community is 
enabled to transact the bulk of its business without the risk or annoyance 
of the handling of actual money to any great extent. If we consider that 
in New York City alone the daily clearings of checks will approximately 
average over $150,000,000.00, we can readily perceive the advantages that 
the Clearing House affords. Formerly each bank was obliged to settle 
with each other bank, this often required the carrying of large sums of 
money by messengers. Now the settlements of the debtor banks are 
made to the Clearing House, and the Clearing House settles the credit 
balances. These settlements are now made in Clearing House gold cer- 
tificates, gold coin and United States notes, in all of our large cities. In 
New York the payments are nearly all made in clearing house gold cer- 
tificates, representing gold coin on deposit in the Clearing House vaults. 


In addition to this convenience the Clearing House fills another very 
important place. By the frequent bringing ‘ogether of the officers of the 
banks important financial questions are discussed to the benefit of all. 

By their systems of records of all clearings, by the recording of sworn 
statements of the various banks, and by their powers to examine any bank 
which is a member of the association, a very close watch is kept upon the 
condition of each bank. In various financial crises the clearing houses 
have proved themselves of inestimable value. The expenses of running 
the clearing houses are generally paid from a fund raised by an assess- 
ment upon the banks which varies in different cities. In New York all 
members pay an entrance fee in proportion to their capital, the sum rang- 
ing from $5,000.00 to $7,500.00. In Philadelphia each bank, upon becoming 
a member, is obliged to deposit securities with the Clearing House in pro- 
portion to its capital, as collateral for its settlements. Each bank is 
characterized by a number, known as the clearing house number, which 
number is used on all checks that the bank presents for clearing, as well 
as on all clearing house blanks. 


The books of record, kept by clearing houses in general, are: Ledgers, 
statement books, and registers. In the ledgers are kept acccunts with each 
bank to which are posted daily all the amounts entered on the proof sheet. 
Statement books are divided into weekly and quarterly and are made up 
from the statements of each bank. In the registers is kept a record of the 
balances paid to or received from the banks in settlement of daily ex- 
changes, and also the kind of money. There are also, of course, record 
books of the several committees, and the few necessary books of the 
clearing house. (Based on Barrett’s Modern Banking Methods.) 

(7) While the two terms are synonymous there is a distinction with 
regard to the legal part of the different agreements. 

Dicksee makes no distinction whatever between a “Hire” or “ Hire 
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and Purchase Agreement”. In fact throughout all of his books he calls it 
“Hire and Purchase Agreement” and defines it as follows: 

“The general nature of a contract of this description is that, if the 
‘tenant’ (the hirer) makes the necessary periodical payments regularly, 
the manufacturer agrees to hand over the ownership of the articles in 
question to him, at the end of the prescribed term upon the payment 
of a further nominal sum.” 

As a matter of account this definition is very correct and no further 
distinction is necessary. From a legal point of view, however, there is 
quite a difference. Dawson in his “ Accountant’s Compendium,” differ- 
entiates between the two terms as follows: 

“Under a hiring agreement no property in the goods, so hired, passes 
to the hirer, but under a ‘Hire and Purchase Agreement’ a distinction 
must be drawn between those which involve an agreement to buy, and 
those which do not. There is an agreement to buy, if the hirer is bound 
to pay the whole of the agreed sums for hire, whether he returns the 
subject-matter before the expiration of the agreed period or not.” 


(8) There are two classes of consignments, namely: Inward or out- 
ward. Consignments inward may be for the merchant’s own account, or 
they may be on the account of another. In the former the merchant is 
the principa: in the latter he acts as agent. Consignments outward are 
chiefly on account of the consignor. 

Consignments for a merchant’s own account are more properly termed 
Adventures. Similarly, transactions in which the merchant is a co- 
partner with others, are termed Joint Accounts or Ventures. 

Consignments received to be realized for and on behalf of another are 
best treated as follows: 

‘On receipt of the goods no entry is made in the books of account, with 
the exception of a memorandum. All charges, however, paid on the con- 
signments are entered to the debit of a “ General Consignment Account,” 
to which account would also be charged advances made to the consignor. 
Al. sales are to be credited to a “Consignment Sales Account.” When 
the consignee renders an account sales, the “Consignment Sales Account” 
is charged for outlay and net proceeds, while the “ General Consignment 
Account” is credited for charges and advances transferred, the net pro- 
ceeds being credited to the “Consignor’s Account.” Joint transactions 
are best treated by the manager in one of the two ways: 

(a)‘To open an account under the heading “ Joint Adventure to...... : 
and to charge it with total cost, including all incidentals. This 
account to be credited with the gross amount realized; the balance, 
if any, to be transferred to “ Profit and Loss Account” and the 
partner’s personal account for the respective shares of loss or gain. 

(b) To open an “ Adventure Account” for the manager’s share of cost, 
and for partner’s share of costs, and to divide gross proceeds after 
realization in the same manner. (Advocated by G. E. Stuart 
Whatley. ) 
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(9) The expenses of a manufacturing establishment are usually divided 
into three classes, viz. : 

“ Manufacturing Expenses,” “Selling Expenses,” and “General Ex- 
penses ” or “ General and Administrative Expenses.” 

Five sub-classifications of manufacturing expenses are: 

(a) Maintenance of real estate, or rent of factory. 

(b) Power, light, and heat. 

(c) Depreciation. 

(d) Repairs. 

(e) Labor. 

Five sub-classifications for selling expenses, are: 

(a) Advertising. 

(6) Commissions. 

(c) Salesmen’s salaries. 

(d) Shipping department expenses. 

(e) Freight outward. 

Five sub-classifications of general and administrative expenses, are: 

(a) Officer’s salaries. 

(b) Office salaries. 

(c) Office supplies. 

(d) General postage. 

(e) Telephone and telegrams. 

(10) A mortgage bond is one the payment of which is secured by a 
mortgage on part or all of the property of the corporation. This deed of 
trust usually authorizes the trustees, in case of default in interest or 
principal of the secured bonds, to take possession of the property and 
either manage it or sell it, as may be provided, for the benefit of stock- 
holders. It must be under seal and generally contains the following im- 
portant provisions: Conditions of redemption, the method of transfer 
and exchange when payable to bearer, also whether or not a sinking fund 
is required. Mortgage bonds may be first, second, third, etc., depending 
on the security. If the mortgage bond is one secured on property upon 
which there is no other similar obligation it is a first mortgage bond, 
otherwise it is a second or third respectively. 


The distinguishing features of a collateral trust bond is that it is secured 
by collateral—usually stocks and bonds of other corporations owned 
by the issuing corporation. These collateral securities are deposited with 
a trustee under an agreement setting forth all the conditions of the 
trust. 


An income bond is a lien on the net income, but, unless profits are 
earned its interest 1s not an obligation of the company. Income bonds 
may be either cumulative or non-cumulative as to interest. The principal 
may be secured or unsecured. 


(11) The usual method of procedure in determining the net profit or 
loss of a business when the books have been kept by single entry is to 
compare the state of affairs of one period with that of another period. 
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The different results shown will disclose a loss or a gain. This is known 
as the Resource and Liability method. Lisle in his “Accounting in 
Theory and Practice” gives the following rule for determining profit or 
loss in a set kept by single entry, provided complete capital account have 
been kept: 

’ Prepare a statement of affairs as at the close of the period, and so 
ascertain the capital at the end of the period. Prepare a capital account, 
or capital accounts, if the business is a partnership, for the period. From 
the capital brought out by the statement of affairs deduct the capital 
shown by the capital account or the capital accounts prepared. The 
difference is the net profit for the period. If the capital shown by the 
capital accounts is greater than the capital shown by the statement of 
affairs, the result of the period’s transactions is a loss.” 

Where the books have been kept by double entry the net profit or loss 
is determined by what is known as the Profit and Loss Account method. 

The gross profit or loss is determined first, by the trading account. 
This account is debited for costs and credited for returns and inventory 
the difference shows gross profit or gross loss. The balance so ascer- 
tained is then transferred to the profit and loss account. This profit and 
loss account is, in addition to this balance, also charged with all debit 
balances of the nominal accounts, and is credited with all credit balances 
of the nominal accounts. Depreciations and reserves are also charged 
against this account the final balance, if any, will show a loss or a gain; 
a lors if a debit balance, a gain if a credit balance. 

(12) By the term “Capital Expenditure” is meant, expenses incurred 
for the sake of acquiring, or completing the plant and equipment of an 
enterprise, with a view of placing it on a revenue-earning basis. Whereas 
by the term “ Revenue Expenditure” is meant all those expenses incurred 
in connection with the earning of revenue. 

In differentiating between capital and revenue expenditure we must 
bear in mind what the outlay is for. If it is such that will improve the 
equipment, and thus increase its capacity to earn revenue, it should be 
charged as capital expenditure, otherwise as revenue. 


(13) With regard to the books the following additional ones would be 
used by a corporation: 

(a) Minute book. 

(6) Subscription book. 

(c) Installment book. 

(d) Installment scrip book | 

(e) Stock certificate book. 

(f) Stock ledger. 

(g) Dividend book. 

With regard to accounts the following additional ones are some of the 
accounts that would appear on the ledger of an incorporated company, 
which would not be found in a ledger of a partnership firm: Capital 
stock, subscription, surplus, bond account, treasury stock, etc. 


(In installment cases) 
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(15) By the term “ Depreciation” is meant that: 

“Tt is necessary, in addition to charging actual expenditure upon re- 
pairs and replacements to revenue, to charge against the revenue account 
of each year a further sum, with a view to (as far as possible) averaging 
the expenditure on revenue account over a term of years and that pro- 
vision which it is so necessary to charge is usually called by the name 
‘ Depreciation’.” (Dicksee) 

There are several methods of apportioning these charges, viz: 

(a) An equal proportion of the cost may be written off each year; 
that is where we know the life of the asset and provided there is 
no residual value at the expiration of its life. 

(b) By the second method the asset may be written down, from year 
to year, by deducting depreciation at a fixed rate per cent. upon the 
balance standing to the debit of the account at the commencement 
of the year. 

(c) By writing off to revenue each year an equal sum sufficient at the 
expiration of the life of the asset to reduce the asset to zero. 
This is called the annuity system. 


AUDITING. 


QUESTIONS: 


(1) State the general principles governing the discrimination between 
what constitutes proper charges against capital and what constitutes 
proper charges against revenue. 

(2) Is there any reason why the goodwill carried as an asset on the 
books of a prosperous and growing manufacturing concern should be 
depreciated, amortized or otherwise written off, and if so what would be 
the effect of such depreciation, amortization or writing off? 

(3) If a company, duly organized, acquires several plants that are 
found to be in a “run down” condition and to require extensive outlay 
for repairs and renewals to bring them to the required state of efficiency, 
should such outlay be charged against capital or against revenue? Give 
reasons. 

(4) What do you understand by the term “Secret or Hidden Re- 
serves”? Mention four (4) bona-fide uses of a secret reserve and state 
your opinion as to the propriety or otherwise of the creation of such 
“ reserves,” giving reasons. 

(5) In a case where the preferred shares of a company are issued 
under a provision that the annual dividends to which they shall be 
entitled shail be “ cumulative,” would you consider it necessary to show 
any arrears of dividend as a liability upon the balance sheet, or how would 
you deai with it? 

(6) In the preparation of a manufacturing and trading account and a 
balance sheet, state on what basis the following assets should be valued: 

(a) Raw materials. 

(b) Product in process of manufacture. 
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(c) Manufactured product. 

(d) Bills receivable. 

(e) Accounts receivable. 

Give fully your reasons. 

(7) Give a brief description of the books of a corporation that should 
be examined and inspected by the auditor, and state the reasons why such 
examination or inspection should be made. 

(8) In making an examination for an intending purchaser of a busi- 
ness, what are the principal matters that should be looked into? 

(9) State the different kinds of audits, and describe them. 

(10) How would you verify bills discounted for customers in auditing 
the accounts of a bank? 

(a) Those in hand at the date of the balance sheet. 

(b) Those re-discounted. 

(11) What steps would you take to satisfy yourself that the book 
debts of a trading company were fairly stated in the balance sheet 
submitted to you for audit? 

(12) What do you consider the proper way to handle cash in accounts? 

What advantages are there, if any, in banking each day the exact 
receipts of the previous day? 

How would you verify the correctness of a cash book, and insure the 
entry of all cash received? 

(13) Give at least two (2) examples of contingent liabilities, and state 
how they should be treated in the books, and on the balance sheet. 

(14) What duties and responsibilities has an auditor in connection with 
inventories of goods on hand? 

(15) How should a leasehold be treated in the accounts of a company 
and how should it be shown on the balance sheet? 


ANSWERS: 


(1) If the expenditure incurred, has been of such a nature as to im- 
prove the earning capacity, in such case the charge should be against 
capital. 

If on the other hand it was of such nature as to merely renew the 
wasting asset, to bring it back to that condition that it was at the 
beginning of a given period, it should be charged against revenue. 

(2) There is no definite rule by which one can be guided whether to 
amortize and depreciate goodwill or not. Opinions differ as to the method 
to pursue. We have, however, an English decision in the case of WmLMER 
v. McNAMara 1895, where the Court has decided that even where the good- 
will has actually declined in value it is not necessary to charge the 
shrinkage against profits. 

The basis of this decision was that goodwill is “Fixed” capital, and 
there is no doubt that goodwill is the most permanent of all the other 
assets. The general custom, however, among English as well as American 
accountants is to write down the goodwill annually, especially so in pros- 
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perous times. It is quite true that by so doing a secret reserve is created 
the propriety or impropriety of which is entirely a different subject, and 
is considered in connection with some other question. 

(3) The outlays so incurred should be charged against capital and not 
against revenue. The price paid for the plants was exactly that at which 
the assets were valued, the “run down” condition having been taken into 
consideration. For, if the purchasing price exceeded the actual valuation, 
it was not for the assets proper, but most likely for the goodwill. This 
expenditure was for the purpose of improving the plants, and thus in- 
crease their earning capacity, therefore it is a proper charge against 
capital. 

(4) By the term “Secret or Hidden Reserves” is meant a reserve 
created by making excessive charges against revenue which are not justi- 
fied, and which reserve does not appear on the books of the concern. Such 
reserve either undervalues the assets or inflates the liabilities. The bona- 
fide uses of “ Hidden Reserves” can be divided as follows: 

(a) To equalize apparent profits and dividends. 

(6) To extend the scope of the business. 

(c) To consolidate the undertaking. 

(d) To provide against unforseen losses. 

One of the chief arguments against the creation of “ Secret Reserves” 
is that they rob the present generation of stockholders at the expense of 
posterity. A more powerful argument is that they open a loophole for 
fraud. 

It is very difficult to give an exact opinion as to the propriety or other- 
wise of “ Hidden Reserves”. Considering the many abuses to which such 
a reserve is liable, and to which it is usually subject, one would think it 
improper, because unless the utmost confidence can be placed in the 
managers, there is great risk. 

Dicksee well states: This most debatable subject is approached with 
considerable diffidence. Very much can be (and has been) said on both 
sides of the question, making it a most difficult thing to say what is really 
the correct course to adopt in any particular case; and, if the question 
be complicated, even where a particular case is judged upon its own 
merits, how much more difficult is it to lay down any general rules of uni- 
versal application.” 

(5) Arrears in dividends in the case of cumulative preferred stock 
need not be shown among the liabilities of a balance sheet. Such arrears 
are only claims against profits earned, but not against the assets of a 
corporation. It is, however, advisable to append a foot note, stating this 
fact so that prospective purchasers of common stock should not be misled. 

(6) 

(a) Cost price, provided market value is not lower than the cost price; 

otherwise market price. 

(6) At cost of production. 

(c) Cost price; if market value is lower, prevailing market value. 

The reason is that as these values are for the purpose of showing cor- 


82 

















0. P. A. Question Department. 


rectly the profit or loss for the period cost value, or market value, if the 
latter is lower should be figured. 

(d and e) They should be divided into good, doubtful and bad, so that 
each asset is carried only at that figure which it will reasonably 
realize. 

(7) In addition to examining and verifying the ordinary books the 

auditor is to examine and inspect the following record books: 

(a) The minute book. In this book he will find the by-laws by which 
the corporation is governed and also all resolutions adopted and 
whether they have been properly carried out. 

(b) The subscription book, which will disclose how much stock was 
subscribed for and by whom. 

(¢ and d) The stock ledger and transfer book. They will show the 
holding of each stockholder, or any of his transfers, and subse- 
quent holders. By this means he will be in a position to verify 
whether the stock issued has been paid for, and in what cash or 
property, and furthermore whether it was in accordance with the 
wishes of the directors and stockholders. 


(8) To see whether tne assets or profits have not been fraudulently 
overstated, making the accounts unduly favorable. 


To see whether the liabilities or losses have not been undervalued, 
which would also result that the accounts would appear unduly favorable. 

In general to see whether the business of the vendor is worth pur- 
chasing, and if it is worth the price they ask for it. 


(9) The principal kinds of audits are as follows: 

(a) The Periodical Audit. This kind of audit covers a statistical period 
and that is why it is called “ Periodical”. Continuous Audits are 
the same as pericdical ones, but they are taken up at shorter 
intervals. 

(b) Completed Audits. By this is meant an audit begun after the 
trial balance has been completed. 

There are, of course, investigations such as: 

For the benefit of a prospective purchaser, endeavoring to find the 

exact value of the concern. 

For the benefit of a retiring or incoming partner. 

(10) 

(a) By actual inspection. 

(b) By tracing the transaction through, and becoming satisfied that the 
bank has received credit in respect of the bills re-discounted. It is 
also necessary to see that provision is made for contingent liabili- 
ties in respect of bills discounted and which are outstanding. 

(11) Compare the list of book accounts with the coresponding ledger 
balances, noting any irregularities of payment that may suggest disputes. 
Consult the managers of the concern with regard to accounts in doubt. 
In some cases it is advisable to select a few accounts, or take them at 
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random and make up a statement, which is to be forwarded to the cus- 
tomer asking him to O. K. the same and return to the auditor. 

(12) The proper way to handle cash accounts is to have all cash re- 
ceipts, of whatever nature, deposited in the bank and make all payments 
by check only. Petty cash expenditures to be handled by the “ Imprest” 
system. The advantages derived from banking each day are: 

(a) That it facilitates a speedy audit, and 

(b) Enables to trace receipts with the deposits. 

To verify the correctness of a cash book, and insure the entry of all 
cash received, one should check the entries of the cash book with the 
most independent source that the auditor can find available—say, counter- 
foils of receipt books, bank pass books, etc. 

(13) Two examples of contingent liabilities are: 

(a) Notes receivable discounted. 

(6b) Accommodation instruments. 

Properly they should appear in the books of accounts and also on the 
balance sheet. In some cases they are omitted from the books of ac- 
count, but included in the balance sheet by a foot note. 

(14) He has to get a certificate from some one in authority as to the 
correctness of the inventory and on what basis it was valued. To see 
that the same is cost value, or where the market value is lower, it is the 
market value. 

(15) A leasehold may be regarded as the purchase money paid for an 
annuity terminable at some definite time. It is then advisable, especially 
in short-term leases, to charge a proportionate part of the term against 
revenue each year. Leases for a long term of years should be treated 
under sinking fund plan. In the balance sheet the original cost, less the 
depreciation should be shown. 


COMMERCIAL LAW. 
QUESTIONS: 


(1) What is the liability of the parties io a certified check? Give 

reasons for your answer. 

(a) What is the effect of an alteration of a negotiable instrument? 

(2) What is the object of passing bankrupt laws? 

(a) At the first meeting of creditors in the bankruptcy of Smith, all 
of the creditors, who had proved their claims, voted for Jones, as 
trustee. To this the bankrupt Smith objected, on the ground that 
Jones was not competent, and furthermore being his personal 
enemy, would act maliciously towards him. The referee, there- 
upon, disapproved of Jones and appointed another Trustee. Can a 
motion be made to set aside this appointment? On what grounds? 
Explain fully. 

(3) State the essential feature of a partnership. Must each partner 

have an interest in both profits and losses? 
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(4) 

(a) Define a negotiable promissory note. 

(b) What is the liability of a general endorser or a promissory note? 

(5) Define a corporation and name the different kinds. 

(6) Define a contract and state-what contracts must be in writing? 

(7) A owes B $500.00 and offers his note for the amount for four 
months. B demands security and C, at his request, signs the following 
paper: 

“I agree to become responsible as surety for the payment of A’s note 
for Five Hundred Dollars ($500.00) dated this day. 

When the note becomes due, A pays $100.00 on account and gives B 
a new note for $400.00 at four months. This last note is not paid, and 
B sues C on the above contract. Can C make any defense, and if so, 
what? 

(8) Is the following instrument a negotiable promissory note? 

Chicago, April 8, 1908. 
Thirty days after William H. Taft is elected President of the United 
States, I promise to pay to the order of William J. Byran Five Hundred 
Dollars, at the First National Bank of Chicago, for value received. 
(Signed) Joseph G. Cannon, 

Give reasons for your answer. 

(9) Must the stock of an Illinois corporation be paid in wholly or in 
part before certificate of complete organization is issued, and, if so, in 
what may such payment be made? 

(10) What is the statute of limitations and on what policy is it 
founded? Explain fully and mention three ways that will prevent the 
statute from running against an ordinary debt. 

(11) State the procedure necessary in New York State for dissolving 
a corporation. 

(12) Goods are delivered to a buyer “on approv or “on sale or 
return”. When does the property in such goods pass to the buyer? 

(13) Give a brief account and show the connection between: 

Law merchant, common law, statute law. 

(14) What is usury? 

Give the legal rates of interest in Florida, and state the result of an 
agreement to pay more than the legal rate. 

(15) Define partnership. How many kinds of partnership are there, 
and wherein do they differ from one another? 


” 


ANSWERS: 


(1) If the holder secures the certification the drawer is discharged 
from any liability, the bank becomes then the principal and only debtor. 
The check becomes the check of the bank and is good as long as the bank 
is solvent. This, however, is not the result if the drawer himself procures 
the certification before the delivery of the check. In such case he, the 
drawer, is not released from further liability. 
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An alteration in a negotiable instrument without authority after it had 
been signed, destroys its validity. That is true, however, only in case of 
a material alteration. 

(2) The object of passing bankruptcy laws is to protect creditors, and 
also to help legitimate bankrupt firms to begin business anew, if they 
prove that the failure was not caused fraudulently. 

A motion can be made to set aside such appointment. Creditors are 
the only individuals who have a right and vote in the selection of a 
trustee. Only if they fail to elect one, the referee can exercise the right 
to appointment. A trustee may be hostile to the bankrupt, yet this does 
not disqualify him. 

(3) The essential feature of a partnership is the sharing of profits. Of 
course, t».¢ intention of the parties at the formation is to be taken into 
consideration. Not necessarily, but generally this is the case. 


oC A negotiable promissory note is an unconditional written promise 
made by one or more persons to pay to another person or to his 
order or bearer a sum certain in money at a specified time. 

(6) His liability is that he will honor the instrument if the maker does 
not, provided it is duly presented for payment and upon refusal is 
duly protested. 

(5) A corporation is an association of natural persons, or of artificial 
persons, or of both together, authorized by law to act as a unit under a 
corporate name, for the accomplishment of certain definite and prescribed 
purposes. 

In general there are two kinds of corporations, viz. : 

(a) Public, and 

(b) Private. 

There are, however, a good many subdivisions such as: Transporta- 
tion corporations, stock and non-stock corporations, moneyed corpora- 
tions, etc. 

(6) A contract is an agreement between two or more persons, compe- 
tent to act, founded on a sufficient and legal consideration, to do or not 
to do a certain thing. 

The following contracts must be in writing: 

(a) If the contract by its terms is not to be performed within one 
year from the making thereof. 

(6) Contracts to answer for the debt of another person. 

(c) Contracts containing a promise in consideration of marriage. 

(d) Contracts promising the payment of a debt already discharged in 
bankruptcy. 

(7) His defence would be a change in the contract of guaranty, with- 

out his knowledge or authorization. 

(8) No; it is not. The most important element of a negotiable in- 
strument is that the time is determinable. In this case the time is un- 
certain as William H. Taft may never be elected. 

(9) One-half must actually be paid in. If in property the same shall 
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be appraised by the commissioners, who have to report the fair cash 
value thereof. 

(10) By the term “ Statute of Limitations” is meant that the law will 
refuse to enforce any action, not merged in a judgment or discharged by 
consent within a given time, by reason of the lapse of a certain time, 
which varies in the different states. Like the statute of frauds it has for 
its object the discouraging of litigation and the suppression of perjury. 

The following acts may prevent the statute from running against 
an ordinary debt: 

(a) A new agreement, which in some of the states must be in writing. 

(6) By a payment on account of principal. 

(c) By paying interest. 

(11) A special meeting of the board of directors must be called on 
three days’ notice, and a majority of the whole board must adopt a 
resolution recommending dissolution. The directors then call a meeting 
of the stockholders which must be not less than 30 nor more than 60 
days after their meeting. Notice of this meeting must also be published 
at least once a week for three weeks successively next preceding the 
time appointed for holding the meeting. In order to secure dissolution 
an approving vote of two-thirds of the outstanding stock must be secured. 
After this vote is obtained certain forms of dissolution must be prepared 
and filed with the Secretary of State. 

When these papers are accepted by the Secretary of State he issues, 
in duplicate, a certificate of their filing, one copy of which must be 
published once a week for two weeks, in one or more newspapers. The 
dissolution of the corporation is then complete. The directors act as 
trustees for winding up the business. 

(12) 

(a) When the buyer signifies his approval or acceptance to the seller, 

or does any act adopting the transaction. 

(b) If he neither signifies his approval nor acceptance to the seller, 

but retains the goods without giving notice of rejection, then if 
a time has been fixed for the return of the goods, on the expira- 
tion of the time so fixed, or, if no time has been fixed, then on 
the expiraation of a reasonable time. 

(13) The common law is the oldest form of our law. It was 
derived primarily from the English law, and established here by the 
early settlers. It is made up of the rules and customs which were in use 
from time immemorial and came to be recognized as laws. Most of the 
common law is now embodied in court decisions. 

Laws enacted by Congress or the Legislature are known as statute 
laws. In some instances these statutes change and modify the common 
law. This is often the case when the condition of the nation or the 
progress of the community requires it. 

The law merchant, known also as commercial law is a branch of the 
civil law, and includes the law regulating the rights and relations of 
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persons engaged in trade or commerce, as the law of contracts or 
agency. It is a more modern outgrow. 

(14) The taking of a higher rate of interest than that allowed by the 
statute of a particular state is called usury. The legal rate of interest 
in the State of Florida is 8%, the maximum rate is 10% (The penalty 
for usury is forfeiture of all interest.) 

(15) A partnership is an association of two or more persons who 
have agreed to combine their labor, property, or skill, for the purpose of 
engaging in business and sharing profits and losses between them. 

General and limited. 

A limited partnership differs from a general partnership in that the 
liability of some of the partners is limited. 


The following is a list of the successful applicants for the C. P. A. 
certificates of the State of Colorado, November 16, 1907: 

Edwin F. Arthur, John H. Baker, Frederick W. Deidesheimer, Albert 
F. Dieter, Elwood Fink, Alexander E. Fowlie, John B. Geijsbeek, M. 
Lillie Geijsbeck, Edwin L. Grenfell, Morton M. Hamma, William E. 
Himphreys, Joseph H. Kingwill, Ethelbert L. Kern, Gustav Krause, 
William C. Loughbom, Francis M. McMahon, Albert A. Miller, Horace 
H. Mitchell, Harry E. Mulnix, Emil W. Pfeiffer, Wilson L. Pitcaithly 
Orville A. Smith, Fermor J. Spencer, Guy S. Stum, James H. Webster, 
R. J. Wallace. 

















